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STUDY OF THE TAX AMORTIZATION PROGRAM 
(RAILROAD FREIGHT CARS) 


MONDAY, JULY 11, 1955 


House or RepresENTATIVES, 
SUBCOMMITTEE ON LeGan AND Monerary Arratrs 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The Subcommittee on Legal and Monetary Affairs of the Committee 
[ Government Operations met, pursuant to call, at 10 a. m. in room 

1501, New Ilouse Office Building, Hon. Robert H. Mollohan (chair- 
man of the subcommittee), presiding. 

Members present : Robert H. Mollohan, William L. Dawson (chair- 
man of the full committee), George Meader, J. Arthur Younger, and 
William E. Minshall. 

Also present: Curtis E. Johnson, staff director, and Jerome 5S. 
Plapinger, subcommittee counsel. 

Mr. Motitonan. The subcommittee will please come to order. 

This is a meeting of the Subcommittee on Legal and Monetary 
Affairs of the Committee on Government Operations. 

A quorum being present for hearing purposes, we shall proceed. 

The hearing this morning will be concerned with the activities of 
the Office of Defense Mobilization under section 168 of the Internal 
Revenue Code which effectuates the purposes of the Defense Produc- 
tion Act of 1950. Particular attention is to be given to the issuance 
of certificates of necessity for rapid tax amortization. 

Under this program rapid tax amortization has been extended to 
a number of defense and defense-supporting industries. This pro- 
gram was initiated to stimulate the expansion of our industrial poten- 
tial to support the defense effort. 

The subcommittee is interested in this program as it has affected 
all industries. This morning, however, we are principally concerned 
with rapid tax amortization in the railroad industry and to learn 
whether it has served as an effective means to expand the transporta- 
tion potential of the American railroads. 


A production goal of 436,000 freight cars was established in 1952 
We wish to learn to what extent this goal has been achieved and 
whether, in fact, rapid tax amortization has served as an effective 


incentive to the railroads to acquire the necessary bollin & stock to 
transport the products of American industry and thereby serve the 
needs of peacetime production and the emergency requirements of 
national defense. 

Our first witness will be Dr. Arthur S. Flemming, Director of the 
Office of Defense Mobilization. 

Dr. Flemming, I understand you have a prepared statement ? 

Dr. FLtemnina. Yes, sir. 
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STATEMENT OF DR. ARTHUR S. FLEMMING, DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION; ACCOMPANIED BY CHARLES H. KEN- 
DALL, GENERAL COUNSEL, OFFICE OF DEFENSE MOBILIZATION 


Dr. Fremmine. Mr. Chairman, I just have a few opening remarks, 
and then I will be glad to make response to your questions. 

Mr. Mottonan. You may proceed, please, 

Dr. FLemuina. I am very happy to have the opportunity of appear- 
ing before the subcommittee to testify on the various aspects of the 
administration of what we refer to as the tax-amortization program. 

As you know, Mr. Chairman and members of the subcommittee, the 
tax-amortization program was made available by the Congress to 
encourage the investment of private capital in productive capacity 
required for national defense. At the present time, such authority 
appears in section 168 of the Internal Revenue Code of 1954. 

It permits the writing off of capital investments over a period of 
60 months for tax purposes, instead of over the normal life of the 
facilities, which is usually considered at about 20 years. 

The tax-amortization program is administered by the Director of 
the Office of Defense Mobilization, who is the certifying authority 
appointed pursuant to the statute. The Office of Defense Mobiliza- 
tion administers the program under what is known as ODM Regula- 
tion 1, which was issued with the approval of the President. 

That regulation, of course, has been amended from time to time, 
but it is still known as regulation 1. 

These regulations generally provide that there must be a shortage 
of the type of facilities certified, and that the production or services 
of the facilities to be certified are necessary in the interest of national 
defense. 

Certification is limited to facilities that come within the expan- 
sion goals determined by the Office of Defense Mobilization. 

Expansion goals measure the deficit between anticipated require- 
ments and the capacity to meet these requirements. 

The estimates of capacity involve consideration of more intensive 
utilization of existing plants and facilities, shifts in foreign trade, 
and the feasibility of converting existing facilities to meet require- 
ments. 

If it is determined that the proposed expansion is not essential to 
the achievement of mobilization Maetie, because requirements for 
the product are not closely related to the mobilization needs, or be- 
cause existing capacity or expected normal expansion will be suffi- 
cient to meet the necessary needs, no goal is established. 

The decision not to establish a goal for an industry constitutes a 
declaration that expansion in such area is not eligible for Govern- 
ment incentives. 

We feel that the expansion goals have been an effective device for 
directing and coordinating the certification activities of the different 
delegate agencies, and also maintaining a balance in the expansion 
program. 

The goals are periodically reviewed, as new information or changed 
circumstances indicate. 

With the passage of time, fewer goals are needed, since we have 
reached the area of selective expansion in materials peculiarly impor- 
tant to defense. 
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Up to the present time, or since this law has been in effect, a total 
of 225 goals have been established to date; 141 of these goals have 
been closed, because of the increased capacity that has been installed 
in the various areas of production. 

At the present time there are 84 open expansion goals. 

Next, and turning to the question of the percentage of certifica- 
tions, the certifying authority has authority to grant rapid amortiza- 
tion for as much as 100 percent of the cost of the emergency facilities 
where such inc entive is required to obtain the necessary expansion. 

However, section 3 of the regulations stipul ates various criteria for 
determining the percentage of certification to be allowed. 

The percentage reflected in the certificates for basic industry can 
be regarded only as overall judgment which within fairly narrow 
limits. gives some recognition to differences between industries and 
facilities. 

Not knowing what may develop in the interval between the date 
of certification and 5 years after an expansion is completed, we do 
not attempt to ascribe a precise value to any one of the several criteria. 

We could, of course, arbitrarily assign values to various factors and 
employ those in some sort of formula to reach a result. 

Such a process might lend a scientific air to the operation, but it 
would not change the arbitrary nature of the values assigned to the 
specific components employed in the formula nor offer any assurance 
that a fair or reasonable end result had thereby been reached. 

In connection with the responsibilities that have been assigned to 
us by law, and by the President, the certifying authority, namely, the 
Office of Defense Mobiliation, depends to a very considerable extent, 
as you appreciate, upon its delegate agencies. 

In this area, the principal delegate agencies are: The Department 
of Agriculture, the Department of Commerce, the Department of the 
Interior, and the Defense Transportation Administration. 

These delegate agencies make recommendations, first, as to the 
need for an expansion goal, and then, in the second place, they make 
recommendations as to what the expansion goal should be, and, in the 
third place, they make recommendations as to the percentages of 
certification to be allowed, and then they also pass upon the individual 
applications which are filed with us. 

Mr. Chairman, as you indicated in your opening statement, it is our 
understanding, as a result of contact with your staff, that the primary 
interest of this subcommittee at this particular point is not only the 
goals that have been set up for the railroad industry, but specifically 
in connection with the freight-car expansion goal. 

I might give you this background information in regard to that 
matter. 

The freight-car expansion goal was established, of course, upon 
the advice and recommendations of the Defense Transport Admin- 
istration. 

Originally, it was set at 200,000 additional cars. Subsequently, this 
amount was increased to 350,000 cars, and, as you indicated in your 
statement, the present goal is 436,000 cars. 

It is my understanding that the Commissioner of the Interstate 
Commerce Commission, who has been responsible for the administra- 
tion of the Defense Transport Administration, will be in a position 
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to inform the committee as to the various criteria which were arrived 
at, or which were considered, rather, in arriving at both the amount of 
the goal and the percentage of certification. 

The certifications which have taken place under the goals are as 
follows: 

From the period of January 1, 1951, to June 30, 1951, certification 
was allowed on 86,899 freight cars. During the year ended June 30, 
1952, certification was allow ed on 159,000 cars. 

All of this expansion was certified at 80 percent; that is, the rail- 
roads were permitted to write off 80 percent of the cost in 60 months 
for tax purposes. 

During the fiscal year ended June 30, 1953, 36,655 cars were cer- 
tified. During the year ended June 30, 1954, 28,484 were certified. 
During the year 1953 and 1954, the percentage of the certification 
allowed was 70 percent. 

More than a year ago, because of our concern with the lagging 
expansion of freight cars, the percentage of certification was in- 
creased to 85 percent. 

It was the opinion of the Defense Transport Administration and 
the industry itself that the additional 15 percent would result in 
increased purchases. 

From July 1, 1954, to June 30, 1955, 18.575 cars were certified. 
Altogether, certifications have been made calling for capital invest- 
ment in freight cars of $2,163,067,000, and of this amount, $1,597,- 
456,000 was amortized. I think that figures out, roughly, at about 
73 percent, or 74 percent. 

Now, turning to the present situation, currently car loadings, we 
are informed, are well above last year, and peak demands for equipment 
will not be reached until September and October. 

The average daily shortage of all types of freight equipment for the 
week e nding. June 25 was reported at 12.000 ears. 

It looks as though we are right now confronted with a car shortage 
which may become more acute as the period of peak loading ap- 
proaches. It is my understanding that the peak period is September 
and October, along i in there. 

This not only hampers our present civilian economy, but, of course, 
emphasizes the defense deficit in this area. 

Because of the seriousness of this situation, both from a defense and 
civilian point of view, some weeks ago Commissioner Clarke and I 
urged the railroads to take immediate steps to increase their car 
ownership. On June 24, a meeting of member roads of the American 
Association of Railroads was held in Chicago to consider the subject. 
Mr. Faricy, president of the association, has informed us that at this 
meeting the roads present agreed to place orders for a total of 38,000 
new cars. 

Since then I understand that an indication has been given of an 
additional order of 6,500 cars, which would make that total 44,500 cars. 

Mr. Chairman, it seems to me that the situation in regard to freight 

vars is not a healthy one, looking at it either from the point of view 
of our civilian economy, or thinking i in terms of what we might be up 
against if we had a stepped-up mobilization program or general 
mobilization. 
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The Defense Transport Administration and, of course, Commis- 
sioner Clarke will testify himself, and the industry, as I understand 
it, feel that we are in a better position than we would have been in 
without the tax amortization program. 

As I understand it today, our overall freight carrying capacity is 
about 2 percent greater than it was before the program started, al- 
though the number of cars available is less. 

It is my understanding that one of the factors that leads to the in- 
creased capacity is the increased size of the modern cars, as con- 
trasted with the old cars, and of course, the average age of all cars 
is lower, and the equipment is newer, more efficient, and in all proba- 
bility will last longer. 

But, if one takes the 44,000 order that we have been told they are 
going to place, it is clear that we are still more than 60,000 cars short 
of the latest expansion goal. 

That is, up to the present time, forgetting those 44,000. 

The certifications, as I understand it, total about 330,000. In other 
words, then, we are about 100,000 short of the existing goal. We now 
have this indication from Mr. Faricy that an additional 44,000 are 
going to be ordered. 

Of course, 1 do not know how soon that will take place. 

Assuming that they are ordered, we would still be 60,000 short of 
the goal that is now in existence. 

Mr. Chairman, that is just some background information which I 
thought might be helpful to the subcommittee in its consideration of 
the problem. 

Mr. Motitonan. Thank you very much, Doctor. 

Our counsel, Mr. Plapinger, has some questions which he would like 
to direct to your attention at this time, Dr. F lemming. 

Mr. Puaprncer. Dr. Flemming, ODM regulation I sets down the 
criteria for shortage, nec essity, and so forth? 

Dr. Fremminc. That is right. 

Mr. Piapincrr. Do any of the delegate agencies issue their own 
regulations with respect to tax amortization, or is that the guide which 
is followed ? 

Mr. Mottonan, Is there anyone, Doctor, in your organization whom 
you would like to have sit with you? 

Dr. Fiemminc. I would like to have Mr. Kendall sit with me; yes, 
sir. 

My understanding is that this is the overall controlling regulation, 
and I personally do not know of any subsidiary regulations which 
have been issued under this. 

Mr. Kenpatu. I do not believe there are. 

Mr. Puapincer. Mr. Kendall says there are not. 

Mr. Kenvauy, That is right. 

Mr. Piaprincer. When you establish tax amortization percentages 
in a given goal, is that a uniform percentage with respect to all ap- 
plications, or is the percentage with respect to each application de- 
termined on the individual merits of the application 

Dr, FLtemmine. It is overall for that particular goal. 

Mr. Prarincer. The percentage is uniform for the entire industry ? 

Dr. FLEMMING. Well, let us take the freight cars, for example. 

Mr. PLapincer. Yes. 
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Dr. FLemminec. The latest percentage is 85 percent, and that would 
be applied to all applications for tax amortization for freight cars. 

Mr. Prarrnoer. Take the case of a plant in a given industry; would 
that percentage be a uniform percentage ? 

Dr. Ftemmine. That might vary, depending upon the facts in a 
particular case, sir. I mean, for example, as you know, one factor 
that is considered is the location of the plant. 

If the plant is going to be located in a surplus labor market area, 
it may be given a little additional percentage. So, that factor may 
be taken into consideration in connection with an individual case as 
far as a plant is concerned, but there would still be a general per- 
centage that they would be working from, and if there were a deviation 
from it, you would deviate on the basis of the justification in each in- 
dustry which was involved. 

Mr. Piarincer. Your regulation states that in determining neces- 
sity, the factor of promotion of competitive enterprise is given con- 
sideration. 

To what extent has that played a part in determining types of tax 
amortization percentages ? 

Dr. Ftemmine. Well, for example, if there is any question at all 
in connection with antitrust matters, it is referred to the Department 
of Justice for an opinion on the part of the Antitrust Division of the 
Department of Justice, as to whether or not this would in any way 
interfere with their basic policies in that particular area. 

Mr. Piaprncer. Well, what I was getting at there is this: 

You also mentioned that small-business participants would be given 
consideration. There has been some criticism, whether founded or 
unfounded, to the effect that the tax-amortization program has served 
to entrench the larger firms at the expense of the smaller firms. 

Have you found this to be true? 

Dr. Firemmine. Well, it is pretty hard to generalize. In dealing 
with that kind of a program, I think we more or less have to get at it 
on a sort of a case-by-case basis. I think it would be unwise for me 
to say that that never happened, and yet, on the other hand, the admin- 
istration of the regulation is designed to achieve the kind of objective 
you have stated, but I do not allege that it has in every instance. 

Mr. Piarrncer. Have any studies been conducted along those lines 
in connection with the effect which the regulation has had on the pro- 
motion of competitive enterprise ? 

Dr. Fitemmine. I understand so. Mr. Parnell, who handles a good 
many of the applications, says we have made some studies along that 
particular line which tend to show that small business in certainly 
some areas has received a good share of it. We would be very happy 
to furnish those studies for the information of the committee. 

Mr. Motitonan. We would be very glad to have them, Doctor 
Flemming. 
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1e information referred to is as follows: 
TI f t f d toi foll 


Small business compared with total projects covered by certificates of necessity, 
by type of industry as reported on Sept. 30, 1954, by holders of certificates 


[Thousan 1s of dollars] 


Number of certificates ! Cost of projects covered 2 
Small business ? Small business 3 

Total Total a sae 
Num- (Percent ’ Percent 


aii 
Number of total 


ber of total 


Total, all industries_.__......--- ..| 18, 545 7, 789 42.0 | 29,479,368 | 3,333,073 11.3 
Manufacturing industries, total.._..._-- a 12, 704 6, 025 47.4 | 15, 401, 809 1, 494, 516 9.7 
Primary metal industries, total. ........-- 1, 654 636 38.5 | 5, 240, 657 400, 877 7.6 
Steel works and rolling mills_- 420 105 25.0 2, 446, 862 127, 204 | 5.2 
Primary refining of aluminum_ .- 38 1 2.6 622, 080 830 i. 
Blast furnaces___......-..-__- . 104 9 a? 914, 284 139, 353 15.2 
Electrometallurgical produe ts 40 18 45.0 233, 129 14, 605 6.3 
Welded and heavy riveted pipe 51 18 35. 3 218, 902 13, 475 6.2 
Iron and steel foundries _-_-- é 317 180 56. 8 109, 645 22, 176 20. 2 
ee Siiksialphds tail . 684 305 44.6 695, 755 83, 234 12.0 
Chemical and allied products, total. __._- 1, 040 157 15. 1 2, 952, 230 146, 113 4.9 
Industrial inorganic chemicals 286, 41 14.3 878, 302 71, 035 8.1 
Industrial organic chemicals 173 22 12.7 579, 833 19, 617 3.4 
Alkalies and chlorine a 60 3 5.0 278, 098 2, 933 | 41 
Plastic materials... Se ; 109 18 16.5 267, 867 10, 955 | 4.1 
Synthetic fibers : 32 6 18.8 257, 854 797 .3 
Compressed and liquefied gases 7 87 17 19.5 118, 996 2, 870 2.4 
Other- a saee ote = 293 50 17.1 571, 280 37, 906 6.6 
Products of petroleum and coal, total___- 575 130 22. 6 2, 447, 706 254, 995 10.4 
Petroleum refining.........-- : > 507 124 24.5 2, 006, 799 254, 008 12.7 
By-product coke ovens eae 43 2 4.7 201, 611 678 3 
So cared 25 4 16.0 239, 296 309 a 
Transportation equipment, total_-__-___- 2, 141 1, 002 46.8 1, 123, 847 131, 442 11.7 
Aircreft engines and parts 5s 556 287 51.6 524, R&S 29, 324 5.6 
Aircraft parts and auxiliary equip- 
ment - gicusseatetins ; 934 552 59. 1 209, 644 45, 605 21.8 
Aircraft 311 x 5.8 186, 079 2, 446 1.3 
Aircraft propellers and propeller ps arts 45 14 31.1 30, 760 1,740 5.7 
id ticansnatdinddcweanh wu 295 131 44.4 72, 476 52, 327 30.3 
Machinery (except electrical), total_-____- 3,037 2,004 68.9 798, 977 237, 351 29.7 
Metalworking machinery ‘ 1, 348 1, 028 76.3 249, 195 106, 190 42. 6 
General industrial machinery “and 
equipment ; ananl 452 232 51.3 27, 923 28, 181 22.0 
Steam engines, turbines, and water 
wheels. ------ hasan raider 29 s 27.6 47, 300 6, 454 13.6 
SEs icadedcntucdeuansen> iekacas 1, 208 826 68. 4 374, 559 96, 526 25.8 
Pulp, paper, and board mills, total ; 122 15 12.3 852, 840 38, 350 4.5 
Electrical machinery, equipment, and 
WUE Fic wp ocackcancnes deudatte 1, 135 599 52.8 480, 933 $2, 035 17.1 
Communications equipment and re- 
lated products. --- ahha 584 297 50.9 193, 270 43, 370 22. 4 
Other___- aa aa ab oe eck 551 302 54.8 287, 663 38, 665 13.4 
Ordnance and accessories, total iti tol od 1,026 478 46.6 342, 230 54, 026 15.8 
Other manufacturing industries, total...... 1,974 914 46.3 1, 162, 389 149, 327 12.8 


1Number of certificates for which project costs have been reported by holders of the certificates 

2 Determination of small business in manufacturing industries, with the exception of ‘‘Ordnance,” was 
based on the system outlined in ‘‘=ize classifi-ation of manufacturers’”’ issued by the Department of Com- 
merce in November 1951, and on pre-Korean emplovment data. All manufacturing companies with less 
than 100 employees are classified as ‘“‘small’’ and all those with 2,500 or more are listed as “‘large.’? In 
between, different factors are employed in different industries, such as relative position in the industry and 
degree of concentration of output. For ‘Ordnance’ and all nonmanufacturing industries, any firm with 
less than 500 employees was classified as small business 

3 Total investment in projects as reported by holders of certificates—actual for completed projects and esti 
mates as of Sept. 30, 1954, for projects not completed by that date. 
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Small business compared with total projects covered by certificates of necessity, 
by type of industry as reported on Sept. 30, 1954, by holders of certificates— 
Continued 

(Thousands of dollars] 


Number of certificates ! | Cost of projects covered 2 


| Small business 3 Small business 3 
Total Total = 
Num- | Percent 


Percent 
| ber | of total Number 


of total 








Nonmanufacturing industries, total_..........} 5,841 1, 764 30.2 | 14,077, 559 1, 838, 557 13.1 
Utilities and sanitary services, total... .. = 787 | 133 16.9 | 4,808, 124 | 827, 034 | 17.2 
Electric light and power. _- ‘ le 659 101 | 15.3 | 4, 288, 566 569, 140 13.3 
Natural gas transmission. ~~ ....-.-..-| 47 | 13 27.7 338, 762 | 172, 982 61.1 
ide arcs cchammenden ceugcbacknnd tech, | 81 | 19} 23.5) 180, 796 | 84, 912 | 47. 0 
Pre: HONE... so ccd eccddbceksssckcuse) ee 90 | 5.2 | 4,063, 435 68, 959 7 
Railroads, line-haul operating.........| 1, 697 83 | | 4.9 4, 003, 662 | 64, 434 | 1.6 
Rr ae ee he ee or 48 | 7 14. ed 59, 773 4, 525 7.6 
PR: DIE icici etiinia vnllehinbtinnnintaako! 526 99 “18, 8 | 2, 235, 552 132, 132 5.9 
OIE 6 cna cicwincunienenevendsenccien 136 12 8.8 | & 203, 490 | 3, 261 | a} 
PP ree 179 | 38 (21.2 | 359, 075 | 89, 397 | 24.9 
LN nc ccdcmhanbecendwes — 11 | 2} 182] 121, 986 13, 793 11.3 
NN esti Gs keteed thie ientieatidseieter asin 200 47 23. 5 551,001 | 25, 681 | 4.7 
Pipe-line senna ation = (petroleum), | | 
aia RE i ee | 189 31 | 16. 4 1, 086, 343 } 278, 700 | 25. 7 
Water transportation, total__.........---- | 620 406 | 65. 5 585, 944 282, 806 | 48.3 
Great Lakes transportation.........-_| 98 52 | 53.1. 178, 898 61, 415 34.3 
is 56:s ends trndilinateasweletabtaauteudiitann 522 354 67.8 | 407, 046 | 221, 391 | 54.4 
Air transportation (common carrier), total 33 6 18. 2 489, 675 21, 908 4.5 
Other nonmanufacturing industries, total 1, 941 999 51.5 808, 486 | 227,018 28. 1 


Footnotes on preceding page. 


Dr. Fremmine. We would be very glad to make any additional 
studies available which are made, and which would be helpful to you 
and to the subcommittee. 

Mr. Puaptncer. How much of a staff does Mr. Parnell have, Dr. 
Flemming / 

Dr. FLemmine. He has 12 working on the tax amortization feature. 

Mr. Puiarrncer. That is, on the entire amortization program, and 
not just on freight cars? 

Dr. Firemmrine. That is right; that is on the entire program and, 
of course, we are able to keep that at a rather low figure because of 
the fact that we do use the other agencies of Government. In fact, 
that has been my philosophy all the way through, to try to make this 
basically a staff agency, and then utilize the services of the other 
departments and agencies. 

For example, in the railroad area, we rely on the Defense Trans- 
port Administration. 

Mr. Piarincer. How much of a staff do they have? 

Dr. FLemminea. It is small, and Commissioner Clarke, I think, could 
indicate to you just how many. Of course, I assume that they also 
draw on some of the resources of the ICC in the carrying forward 
of their work. They are not dependent solely on the people who may 
be assigned to Defense Transport. 

Mr. Piarmncer. Are they in a part of the Interstate Commerce 
Commission at this time? 
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Dr. Fiemmine. Yes, sir; since June 30. That is correct. But 
Commissioner Clarke is still responsible for the operation. I think 
the Congress appropriated a small sum of money to the ICC to assist 
us in this area. 

Mr. Piapincer. Is it correct to state, sir, that normally replace- 
ments are not eligible for tax amortization certificates ¢ 

Dr. FLemMinc. Well, that is again a question that you almost have 
to look at on a case-by-case basis, but we can take an illustration: 

If a person has a large machine tool which is being used for defense 
purposes, if he came in and asked for a tax amortization to replace 
that particular tool, it would be turned down because under the exist- 
ing regulations, and as you undoubtedly appreciate, the regulation 
that bears on that reads this way: 

An existing or prospective shortage of facilities for the production of a material 
or service necessary in the interest of national defense, will not be considered 
alleviated * * *. 

Then, I am dropping down and find the following: 

The construction, reconstruction, erection, installation, or acquisition of that 
part of the facility which is or will be used in lieu of existing facilities, except 
to the extent considered extraordinary and necessitated by reason of the 
emergency * * *. 

Mr. Puaprncer. That is section 2 (c) (2) of ODM regulation I; is 
that right ¢ 

Dr. FLemmine. That is right. 

Mr. Piaprincer. What would be an example of an extraordinary 
replacement, sir / 

Dr. Fremuinc. Well, I think we might just as well come right 
down to the question of freight cars, because my understanding is that 
in the establishment of the original goal back in 1951, those who had 
the responsibility for administering it at that time, in setting the 
goal, took into consideration the fact that from time to time certain 
numbers of cars would be retired. In other words, they did not say, 
“We are setting a goal of 200,000 over and above everything that is 
in existence at this particular time,” but they said, “We feel that we 
need to get 200,000 additional cars in order to improve the position 
of the railroads in this respect from the standpoint of dealing with 
the then existing emergency.” 

Of course, that would apply to the present goal of 430,000. Now, 
very obviously, the Defense Transport Administration in 1951 in ree- 
ommending that kind of a goal, and those who have worked on it sub- 
sequent to that time, felt that from a practical point of view, you 
have to approach it in that way. 

Mr. PLapincer. In other words, what you did in establishing the 
freight-car goal, was to take into consideration the fact that there 
would be retirements in each year, and not say, for instance, that we 
would have 436,000 additional freight cars? 

Dr. FLremminc. That is right. 

Mr. PLapincer. But, that you wanted 436,000 new freight cars built, 
taking into consideration the fact thaf 60,000, I believe, per year, 
would be replacements, so that you would have a net possibly of 
200,000 additional freight cars / 

Dr. Ftemouine. That is my understanding. 
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Now, again, Commissioner Clarke can give you the details on that 
and can show just exactly how that is computed in that particular 
requirement, but that is my general understanding. 

Mr. Partncer. That is a deviation from the norm in the tax-amor- 
tization program. You usually establish expansion goals in the true 
sense of expansion; is that correct, sir ? 

Dr. FLemminc. That is what we try todo. Now, again, I think it 
is very important to keep this in mind: Take, for instance, the steel- 
expansion program. When somebody comes in and files an applica- 
tion for the expansion of steel capacity, in perfectly good faith he 
may say, “Now, this is over and above my present capac ity, or at least 
50 percent of it is over and above my present capac ity,” but as time 
goes on, let us say, over a period of 5 years, it is altogether possible 
that he will retire some of the capac ity that was in existence at the 
time he filed that particular applic ation. 

So, a portion of that new capacity becomes in reality replacement. 
It is a kind of thing that you cannot guard against, if I may use that 
term, 100 percent, because of the w ay in which our economy operates. 

Mr. Prarincer. But, if that applicant came in again, you would 
look at his individual picture in order to determine your course of 
action ¢ 

Dr. Ftemmine. Yes, sir, and, of course, if we felt he had not acted 
in good faith in dealing with the Government, that would have a 
very real effect on our handling any further applications from him. 

However, I am assuming a good faith. 

Mr. PLApINnGer. Assuming | good faith, suppose he came in and had 
relegated his other facilities, or a good portion of them, to the junk 
heap. Onan application for additional facilities would you take into 
consideration the fact that he had junked some of his older facilities? 
Would that cause any variation in the tax percentage because of that 
factor ? 

Dr. Fiemmina. I get your point; yes, sir. In other words, you are 
assuming here is John Jones, and let us say that in 1951 he filed an 
application for a new steel mill, and he certified that that was to be 
over and above his existing capacity, or certified that 80 percent of 
it was to be over and above his existing capacity, and the application 
is granted. 

Then, he comes back 5 years after that with a new application. In 
the meantime, he has, let us say, junked some of his existing capacity. 
It seems to me that if he had done that just as a good businessman, and 
if it had reached the place where it should be junked, that that would 
not operate against him in connection with his new application. 

We would look at his new application to see whether or not the new 
pe samageene was intended to provide an expansion of capacity over and 
above, or the capacity at the time he came in with his second applica- 
tion. If we determined that it did represent expansion, and was within 
the goal, why, he would be given the tax certificate. 

Of course, I think I had better say rather quickly that the steel goal 
is closed, and just because there has been so much such discussion on 
whether or not we are going to open it again. I would not want to 
create the impression by using this hypothetical case that we were 
going to reopen it, but merely using it for purposes of illustration, 
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Mr. Puarincer. But, you would take into consideration the fact that 
at one time he had his old fac ility, plus his expanded facility ; whereas, 
he has now an expanded facility only, and a part of the other. 

Dr. Fremmine. No; I do not think so—if as I say, that was just a 
step he took as a good manager of the operation, because we all realize 
that the time comes when certain things should be scrapped just from 
the standpoint of good business. 

Mr. Puaprrincer. In the freight car situation, apparently that indi- 
vidual look is not taken at each application. Apparently you look at 
io goal, and, if the railroad is putting in an application for X num- 

ber of freight cars, you will grant or it will receive tax amortization 
on those additional ¢ ars, regardless of what their past history has been, 
such as whether they retired so mi uny, and whether they have not, in 
fact, increased their capacity or their number of cars in each year ? 

Dr. Fremoine. The factor that we are talking about, insofar as 
freight cars are concerned, is the factor that was taken into considera- 
tion in connection with the setting of the goal initially. 

As you pointed out in your question, they did not say, “We want 
430,000 cars over and above what we have at the time we set the goal, 
but we feel if we can get 430,000 cars, our net position will put us in 
a position where we can deal with the existing emergency.’ 

If I may just check a minute on your spec ific question, T assume they 
have taken that factor into consideration in setting the overall goal, 
and that we do not look at it in connection with each individual appli- 
cation. 

I understand that is correct. 

Mr. Puiapincer. Regardless of the number of cars retired, as long as 
a railroad comes in with an application for new freight cars, it is given 
a tax amortization certificate to the extent that it conforms to the 
goal? 

Dr. Fremmine. Yes, sir; if they made a mistake in figuring the 
percentage of cars that were going to be retired, either low or high, 
why, of course, that in turn would have an effect on the 1 validity of the 
goal itself, and should be taken into consideration in any review of 
the goal itself. 

Mr. Puiapincer. Now, when the expansion goals are established, 
what are the mechanics? How does an agency go about determining 
what the goal will be? 

Dr. Fiemminc. Well, I think in my opening statement I indicated 
in a general way the process that is followed by the delegate agencies, 
in trying to determine, first of all, what the requirements will be in 
the event—I mean, during the existing emergency—and then in en- 
deavoring to determine wh: at available facilities there are, or will be. 
to deal with those requirements. . 

As I indicated in my opening statement, in determining what fa- 
cilities may or may not be av ailable, we take into consideration the 
question of conversion. By that I mean the factor of a need on the 
part of the civilian economy as a result of general mobilization con- 
ditions, and so on. But, anyway, we take all those factors into con- 
sideration, and then make a recommendation to ODM. 

Mr. Prapincer. In arriving at this recommendation to ODM, 
there consultation with members pf industry and with trade associa- 
tions ? 


67504—55——2 
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Dr. Fremmine. Yes; I am sure that there is in every instance a 
amis ation with industry or with the representatives of the industry. 

Mr. Piarrncer. Does ODM participate in the first instance ? 

Dr. Fiemmine. No, sir. Our procedure is to place that responsi- 
bility with the delegate agencies and let them handle those contacts. 

We are available, of course, for any appeals that may be taken one 
way or the other on a recommendation from the de legate agency. 

Mr. Piaprtncer. Has ODM ever found it necessary to chs ange the 
goals that a delegate agency has recommended ¢ 

Dr. FLemMineG. Yes; in some instances we have. Iam sure the staff 
that works on it could give more instances than I can, but just to give 
you one illustration which oceurred since I have been in office : 

There was a great deal of debate over whether or not we should in- 
crease the expansion of the goal for cement on the west coast. That 
is an expansion goal that is handled by regions, and there was likewise 
some debate over whether or not the expansion goal for cement should 
be increased in the Michigan area. That was about a year ago. 

The recommendation from the de ‘legate agency in this case, the De- 
partment of Commerce, was against the increase in the goal. How- 
ever, the Department of Commerce came to us and said, “We think 
there should be an increase. We are hi aving trouble getting supplies 
of cement, not just for the purposes of meeting the needs of the civil- 
ian economy, but for airports and other operations that are related 
to defense.” 

I asked a gentleman from Cleveland, Ohio, to come in as a special 
consultant, and I asked him to go to the west coast, and discuss the 
matter with the representatives of the industry, and with the con- 
sumers who were complaining about the situation. I asked him to do 
the same thing as far as the Michigan area was concerned, and in both 
instances he recommended to me that we increase the goal. In other 
words, it was his judgment that the goal was not high enough, and 
we accepted that recommendation on his part and did increase the 
goal. 

I just cite that as an illustration, because it is one that I have to get 
into person: ally. 

Sometimes you will get a conflict on the goal between two agencies 
of the Government. For example, in nitrogen we had quite a con- 
flict between the Department of Commerce and the Department of 
Agriculture on that, which was a natural conflict, I think, as all of 
us appreciate, and we had to step in and settle that and make the 
determination. 

Every now and then, as a result of appeals that come to us, it is 
necessary for us to get in and make an independent determination. 
Usually, when I have to do that, the thing I do is to call somebody in 
from the outside and ask him to take a look at it and make a personal 
recommendation to me. 

Mr. Piaprncer. Do WOC’s, who have been the subject of conten- 
tion recently, figure in the deliberations concerning the setting of the 
20% al? 

Dr. FLemnina. I am sure that they do in the Department of Com- 
merce, and they play a part, but I am also sure of the fact that they 
do not make the final recommendation from the Sec retary of Com- 
merce to me. “i 
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In other words, the Secretary of Commerce has procedures under 
which their recommendations would be considered along with other 
recommendations, and then finally he or one of his Assistant Secre- 
taries would assume the responsibility for making the recommenda- 
tion to us. 

Mr. Puiarincer. In your capacity as certifying authority, you are 
kind of an appellate court. Do you ever find it necessary to “ride 
herd” on the delegate agencies? Do you have any sort of statistical 
breakdown on that? 

Dr. Ftemomine. I do not know whether we could give you a sta- 
tistical breakdown in response to that type of question, but we do 
have to keep in very close touch with the delegate agencies because 
people recognize that we are the final certifying authority, and for 
that reason ‘they naturally, if they are dissatisfied with what is going 
on in any one of the delegate agencies, come to us. 

So, that means that we have e to keep in close touch with the dele- 
gate agencies. 

Mr. Piapincer. Does the National Sec ‘curity Council enter in the 
expansion goal picture, or the tax amortization picture in any way? 

Dr. FLemMinc. No; I do not think of any instance where I have 
brought a problem to the National Security Council. As you know, 
I am a member of the Council, and of course if I felt I had an issue 
that should go there, I would have the privilege of putting it on the 
agenda. 

As you know, I do have a Defense Mobilization Board which is ad- 
visory to the Director of ODM, made up of seven Cabinet officers, 
and including the Chairman of the Board of Governors of the Fed- 
eral Reserve System and the Director of the Foreign Operations 
Administration. From time to time I will take matters in this area 
to that Board. The fact of the matter is, I am taking to the Board 
this Wednesday a review of the whole tax amortization picture in the 
light of our present mobilization situation. 

Mr. Puarincer. This would be the Mobilization Board ? 

Dr. Fremminea. The Defense Mobilization Board, which is set up 
by Executive order, and which is advisory to the Director of ODM. 

Mr. Piarreer. In the setting of the aluminum goal, for instance, 
was there any consultation with the National Security Council 

Dr. FLemMinc. No; I am very sure that there was no consultation 
there. 

Mr. Prarincer. In connection with the so-called appellate authori ity 
of ODM, as the certifying authority, there has been some report that 
the authority for certification is to be transferred to the delegate 
agencies. 

Dr. Ftremuine. We have had under consideration the possibility of 
delegating to these delegate agencies the authority to process these 

certificates under the standards set by the Office of Defense Mobiliza- 
tion, and subject to inspection on our part, both from a preaudit basis, 
and on a postaudit basis. 

The preaudit operation would be based upon a spot preaudit basis. 

The reason we have had that under consideration is that it is con- 
sistent with our general philosophy. We are an office in the Executive 
Office of the President, and I feel that an office in the Executive Office 
should stay as far away from the day-by-day operations as it can and 
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should utilize the existing departments and agencies for those day-by- 
day operations. 

No final decision has been made on that, as yet, however. It has 
been under consideration, and this is really about the only function 
that you could characterize as a day-by-day processing operation that 
is left in the Office of Defense Mobilization. 

Mr. Piarrncer. You mean that otherwise it is a staff function? 

Dr. Ftemmrinea. Well, it is a staff function in one sense. I mean, it 
is an office which has the responsibility for setting policy and then for 
delegating authority to act for other departments and agencies, but, 
of course, we have to make sure that our policies are carried out, be- 
cause my philosophy is that when you delegate authority to act, by 
that action, I could never divest myself of the responsibility, and if a 
delegate agency goes wrong, I cannot hide behind that, and say that 
that agency went wrong. That means I delegated it to the wrong 
agency, or to the wrong people in the agency, and I am responsible for 
what happens. 

We do have the feeling that by and large an agency like ours in the 
Executive Office of the President should be concerned primarily with 
policy, and it would follow through to determine whether or not there 
is adherence to policy. Otherwise, you tend to get layers on top of 
layers, and you get, I think, too many people working in a particular 
area. 

Mr. Piartncer. But, you would still retain a kind of a postaudit 
authority ? 

Dr. Fremurnea. Yes, sir; I would have to do that, if we work out 
something of that kind. I am still responsible, and I cannot divest 
myself of that responsibility. 

So, I have to work out a system that would assure me of the fact 
that the policies which we agree on are being carried out and being 
carried out in a fair and equitable manner, and if they were not car- 
ried out in that manner, I would be responsible for the fact that they 
were not. k 

So, there must be some auditing system worked out which would be 
absolutely essential. 

Mr. Piarincer. You mentioned in your opening statement, sir 

Dr. Fiemurine. I might also point this out: Mr. Kendall suggests 
that we would retain, of course, the authority to approve the expansion 
goals or to set the expansion goals. 

We would not delegate that to the agencies. 

Mr. Piaprncer. But, you would be no longer concerned with the 
processing of the applications ? 

Dr. Fiemminc. No, sir. We would also retain the authority for 
determining the overall percentages that were to be used in particular 
situations, and would, of course, still grant some leeway in terms of 
making exceptions to the percentages. , 

Mr. PLapincer. You mentioned in your opening statement that there 
was a continuing review of the performance in the expansion goals, 
I believe, sir. 

Dr. Ftemmine. Yes, sir. 

Mr. Piaprncer. What is the nature of that continuing review? 
How often does it take place? , 
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Dr. Ftemminc. Well, we had one overall review of the situation 
since I took office, and that resulted in closing out the one hundred and 
forty-odd goals to which I referred in my opening statement. 

We are now in the process of another complete overall review. We 
are making a review of the specific goals as a part of our review of 

the overall picture, to see just how we ‘should be h: andling this problem 
in the light of the current status of our mobilization program. 

Mr. Prarincer. Is this a review of the entire program, or is it a 
a review with regard to specific goals? 

Dr. Fiemine. Both. 

Mr. PLapincer. You mentioned, I believe, that the freight-car goal 
was originally established at 200,000. Is that an expansion goal? I 
unde rstood that the freight-car goal had always been 436,000. Am I 
correct in that? 

Dr. Ftemminec. My information is that originally it was set at 200,- 
000. That is when the program first sts arted. That was right after 
the outbreak of hostilities in Korea, but at a later date—and I can 
supply you with these dates—it was increased to 350,000, and later it 
was moved up to 436,000. 

The 436,000 goal, if my recollection is correct, was set in the latter 
part of 1952. 

Mr. Kendall says it was set in the spring of 1952. 

Mr. Puarrncer. Yes; that is the first date that I have. 

Dr. FLtemmine. There was a goal back of that, 350,000, when we 
started the program, before they had a chance to refine this business of 
setting goals, and so on, and they used the figure of 200,000 as a ten- 
tative “goal. 

Mr. Piarrncer. Was that an expansion goal, or was that additional 
freight cars ? 

Mr. Kenpauu. The idea of an expansion goal was more or less sub- 
sequent to this program, by quite a bit, but it was at the very begin- 
ning of the program the goal in a general sense of 200,000. 

Mr. Puarrncer. So, actually, the goal of 436,000 is not very much 
of a departure from that, taking into consideration the replacement 
of 60,000 cars a year, which would be 240,000 from 436,000, which 
would get you back to 200,000 additional freight cars, again ? 

Mr. Kenpau. It looks as though it confirms the original estimate; 
that is correct. 

Mr. Puaprncer. There were two changes in the goal in that the per- 
formance date was extended. What was the reason for that ? 

Could it have been that the freight-car shortage was alleviated 
at that time? 

Dr. Fiemuine. You are referring to the fact that initially when 
they set the 436,000 goal, they said that that should be achieved by 
some time in 1954, as T recall. 

Mr. Piarincer. July 1 

Dr. Fiemmine. July 1, 1954. Then, subsequent to that, it was 
moved ahead, and now the period of time is December 31, 1955. That 
action was taken on recommendation of the Defense Transport Ad- 
ministration, based on their judgment that although the goal had not 
been reached within that particular period of time, it was a goal 
toward which we should still move, and consequently we accepted that 
recommendation, and did extend the period. 
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Mr. Puarincer. In a press release of the Department of Commerce, 
dated May 17, 1955, the Administrator of the Business and Defense 
Services Administration stated that the Government is deeply con- 
cerned with the loss of 49,000 cars—referring to freight cars from the 
fleet—between January 1, 1954, and April 1, 1955, when the Nation’s 
business has been on the upswing. 

According to these statistics furnished us by your office, I believe, 
I think the 49,000 car figure is fairly accurate. 

In the same release, the Administrator referred to your appoint- 
- nt of a committee made up largely of railroad people, chaired by 

Captain Conway, president of the Cosmopolitan Shipping Co. of New 
York, to study the rolling-stock situation and to determine our re- 
quirements in the event of full mobilization. 

He further stated that the release of the report of the committee 
was scheduled for on or around May 10. Has this report been released / 

Dr. FLemoina. It has not yet. 

Mr. Puarincer. Is the committee still functioning ¢ 

Dr. FLemmine. The committee has reported to the Director of ODM 
and their report is being studied, but I have not arrived at any con- 
clusion as to what should be done with their recommendation. 

In response to your last question, it is my understanding that a sub- 
conunittee of this full committee is still taking a look at this problem, 
or taking a look at the possibility of the stoc kpiling of components in 
order to meet an emergency situation, and that they are going to make 
a later report to me on that particular matter. 

Mr. PLapincer. You mean a subcommittee of the Conway commit- 
tee ¢ 

Dr. Fremnine. That is right; but outside of that, the work of the 
committee is finished. 

Mr. Puarincer. | see. The reports which we have received indicate 
that there will be a shortage of 50,000 freight cars by September, and 
that in the event of a national emergency, there would be a shortage 
of 300,000 freight cars, as well as a shortage of passenger cars, which 
would be so great that troops would have to be transported in boxears. 

Dr. FLemmine. They do point out the serious shortage on both sides. 
On the freight situation, I have a breakdown here which estimates the 
deficit in freight cars, at 112,000 cars in the first year of a war; 113,000 
cars in the second year of a war; 90,000 cars in the third year of a war, 
or a total of 320,000 freight cars for 3 years of full mobilization. 

I shall be very happy, Mr. Chairman, to supply any information 
that the committee desires on the work of this committee which has 
been mentioned. I would prefer not to make the report public until 
I have the opportunity of going over and considering the recommen- 
dations, and then determining what kind of action we are going to 
take on those recommendations. 

However, as far as this subcommittee is concerned, I would be very 
glad to furnish to it any information which is desired. 

Mr. Motitonan. Thank you. I do not think it would be necessary 
for you to make it public at all, but it would be helpful if some member 
of our staff could review it. 

Dr. FtemMinc. I would be very happy to make it possible for them 
to do that. 

Mr. Motitonan. Thank you. 
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Mr. Piapincer. In arriving at the expansion goal in the freight- 
car field, the retirement factor of 60,000 cars was considered. 

Were there any other plans considered in establishing the goal? 
For instance, on the basis of the individual performance of each road ? 

Dr. FLemmine. I am wondering if you would be willing to address 
that type question to Commissioner (¢ ‘Tarke because the Defense Trans- 
port Administration did work out a goal and worked out the various 
factors that should be taken into consideration. I am very frank to 
say I am not an expert in the area, and I am not sure about all the 
factors that were taken into consideration, but I am sure Commis- 
sioner Clarke can provide you with that information. 

Mr. Piarrncer. Would you say in establishing tax-amortization 
percentages that the post-5-year period of use fulness is of primary 
importance ¢ 

Dr. Fuemuine. That certainly is one factor, not only on freight 
cars, but on any other facility that we include in an expansion pro- 
gram, because, after all, I think we need to keep in mind the fact that 
the emergency period as defined by the law, and it is also in our regu- 
lation, means the period beginning January 1, 1950, and ending on 
the date on which the President proclaims that the utilization of a 
substantial portion of the emergency facilities with respect to which 
necessity certificates have been made is no longer required in the 
interest of national defense. 

In other words, we have to kind of project ourselves ahead in terms 
of this emergency period which is still in existence. 

Mr. Puaprncer. In view of that factor, would you not think that 
85-percent figure would be inordinately high ? 

Dr. FLemminG. Well, I was convinced at the time that I approved 
it that it was a good basis for the recommendation made by the 
Defense Transport Administration, and, frankly, as I indicated en 
my direct testimony, they made it because they believed that, if i 
were moved up to the 85 percent, that that would provide an incen- 
tive that, in turn, would make it possible for us to deal more fully with 
what was regarded as a serious problem. Now, that is always a 
matter of judgment, and to a certain extent, I suppose, it will take 
a few years before we know whether or not the judgment was justified. 

For example, I do not know how much of a factor that plays in the 
determination of the roads to place orders for an additional 44,000 

‘ars, as I indicated in my direct testimony. 

I suppose the r ailroads are in the best position to testifiy on that, 
as to how important a factor that is, in their own thinking. After all, 
our only objective 1 is to use this in such a way as to strengthen our 
defense position. You cannot be dogmatic about it. You cannot say 
that we would not have accomplished just as much by leaving it at 
80 percent, or 70 percent or something of that kind. It is just one 
of those things where subjective judgment does pl: iy a large part, and 
when you get into a situation like that, naturally, I rely pretty heavily 
upon the delegate agencies, because the y are the people living with a 
problem of this kind, and their subjective judgment is apt to be a little 
better, possibly, that someone else’s, but it may be wrong. 

If events prove that it is wrong, then of course we should take cor- 
rective action. 
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Mr. PLarincer. Not wishing to get too much in the literal position 
of a Monday-morning quarterback, I think that you do have some 
comparisons in the prior period. 

For instance, in the period of 1945-49, the class I railroads which 
account for over 90 percent of the freight-car population, purchased 
330,000 new cars, and this was done without tax amortization, as 
against 310,000 purchased in the 514-year period ending June 30. 

During the same periods approxim: ne 348,000 cars were retired 
in the 1945-49 period, and 342,000 were retired in the period from 
1950 up to the present. So, without tax amortization, the performance 
of the railroads was as good as with tax amortization. 

Now, the next question, of course, that presents itself is this: Is there 
any evidence that the railroads have purchased cars beyond the cur- 
rent business needs during the tax amortization period, and the answer 
seems to be “No.” 

Dr. Ftemuine. I think the observation which you have made is very 
relevant. First, before we arrive at a conclusion based on those sta- 
tistics, it seems to me we would want to get down underneath the sta- 
tistics, and take a look at the general economic conditions that pre- 
vailed from 1945 to 1949, and take into consideration the fact that the 
railroads were just coming out of the war period, and that during the 
war period they had been unable to build as they would normally have 
built, because they just could not get access to materials, and so forth, 
and that undoubtedly during th: at particular period they were trying 
to make up for some lost time and trying to cover some lost ground. 

Then, you would have to take a look at the general economic condi- 
tions from 1949 on. You would have to consider to what extent they 
were held back during the period of actual hostilities in Korea, by the 
allocation of materials, and so on. 

I think it would be a very relevant and worth-while study, but I 
think you have to get back of the figures and take into consideration 

all of these factors before one could arrive at a definite conclusion. 

As to the second part of your conclusion, as to whether or not they 
would have gone ahead, and done what they have done since 1949, 
without tax amortization, again, it is hard to answer that either “Yes” 
or “No.” It was a factor, and it was in the picture. It was something 
that they undoubtedly did take into consideration. 

Now, to what extent the pushing them over the line in terms of their 
decision to go ahead and order some new cars, and to what extent it 
did not, again, I think you would almost have to get back to the 
individual railroads, and it might vary. 

In a case of one railroad, possibly it was in a very strong economic 
position. Maybe it was not the major factor, but in the case of another 
railroad which was in a fairly weak economic condition, maybe it was 
a factor. Again, I think, Commissioner Clarke can give the com- 
mittee a feel of the economic condition and the economic situation 
which confronted the railroads in those two periods. 

I certainly would not be dogmatic and say, “I know that because 
of the tax-amortization program, they went ahead and built all these 
cars,” but yet, on the other hand, I cannot be sure that all of them 
would have been built if there had not been any tax amortization. 

Mr. Piarrncer. Sir, I do have some statistics, comparable statis- 
tics, for the two periods: 
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In 1945 the net income of the class I railroads was $475 million; in 
1946 it was $304 million; in 1947 it was $500.7 million: in 1948 it was 
$714.8 million; in 1949 it was $448 million. Then, you come along to 
the 1950-55 period, you find the following: 

In 1950 it was $797 million; it was $708 million in 1951; $845 mil- 
lion in 1952; $892 million, or almost $893 million in, 1954, and $681,- 
689,000 for the first 5 months of this year. 

So there is apparently a marked increase in net income, and at the 
same time, not much of a change in freight-car purchases during that 
period. 

Dr. Ftemmine. Were those figures corrected at all for the value of 
the dollar during that period ¢ 

Mr. Puapincer. I am sure they were not. 

Dr. FLemmine. That would be, again, a question, or just an illus- 
tration, I mean, of the things that we would have to take into con- 
sideration, it seems to me, in arriving at a conclusion. 

Then, also, you have again the factor that I mentioned of the rail- 
roads coming out of World War II. 1 am not familiar enough with 
the railroad ‘industry to know how much they were held back during 
the war period, but I would assume with our severe shortage of mate- 
rials and so on that they were held back to a considerable extent in 
terms of oe new cars during the war period. 

They came out of that period, and obviously they went to work 
in an effort to take care of their deficit situation. 

Mr. Dawson. But they should have kept up with their replacements, 
should they not, from their earnings ? 

Dr. FLemminc. Mr. Dawson, I do not know whether during World 
War II they were able to do that or not. 

Mr. Dawson. I mean on the basis of the theory which he presented 
here. Just as one who is not conversant with the intricacies of this 
business, it seems to me that all the Government has been doing is 
paying for their replacements. They have not increased the number 
of cars. You have been giving them tax-amortization certificates 
which would pay for their ‘replacements. That is not good business. 

Dr. Ftemmine. Mr. Dawson, before you came in, I did point out 
in my direct testimony that it was my understanding, based upon 
information from the ICC, that the total capacity, although the 
number of cars is somewhat down from 1949, the total carrying capac- 
ity is up by a small percentage of 2 percent, I am told. 

In other words, to that extent we are in a little better position than 
we were at the beginning of this. 

I also pointed out that the factor that you have put your finger on 
was a factor that was considered in setting the expansion goal of 
430,000. 

Mr. Dawson. You are not expanding if they are not keeping up 
their replacements from their earnings. What you are doing is pay- 
ing for their replacements. 

Dr. Fitemmine. The expansion goal, Mr. Dawson, was 430,000, and 
the certificates have been issued for the construction of 330,000 cars. 
So, we are 100,000 short, but I am sure Commissioner Clarke in testi- 
fying before the subcommittee will indicate very frankly that the 
factor of replacement was taken into consideration in setting the 
expansion goal, and I am sure that he can indicate some of the justi- 
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fication for taking that factor into consideration as far as the railroad 
industry is concerned. 

Like you, I am not too familiar with the details of the industry, but 
before any final conclusions are arrived at on that point, [ would 
certainly like to have Commissioner Clarke have the opportunity of 
indicating what factors went into the setting of that goal, and whether 
they took this re placement factor into consideration. 

Mr. Praprnerr. Sir, even with the shortage of 100,000 cars by the 
end of the year, assuming 70,000 cars by the end of the year, assuming 
the expansion goal gets up to about 460,000, there would still be 31,- 
134 less cars at the end of that period than there were at the begin- 
ning of the period. So that notwithstanding the fact that technically 
the goal might be 70,000 short, actually it is an additional 31,000 short. 

Dr. FLemminc. Now, of course, there is where we have got to take 
into consideration what the effect on the carrying capacity of the 
railroads is, of a modern car as contrasted with an outdated car, and 
the other things that have entered into the railroad picture during 
that period of time. 

My understanding is that normally the carrying capacity of a new 
car is greater than the capacity of the older cars, and obviously, we 
ought to take that into consideration. 

Mr. Piapincer. I think that is right, and allowing for 2 percent, the 
car shortage is still very substantial. 

Dr. Ftemuinea. If we reach this goal of 430,000, it is conceivable 
that we may be better off than 2 percent. I don’t know. 

Again, Mr. Clarke would have to indicate that. I am not the tech- 
nician to know, but that might bring us up to 4 or 5 percent or some- 
thing of that kind. 

Mr. Puaptncer. The goal period expires December 31, 1955. 

Dr. FLemMinG. Yes, at the present moment. 

Mr. Priapincer. What happens as a practical matter, come De- 
cember 31 and the goal isn’t met ? 

Dr. Fiemine. Well, as far as the freight cars are concerned, 
is very clear that we should make a complete review of the situs aun 
based on the Conw ay report and any other pertinent information to 
determine whether or not that is still a valid goal—I mean one that 
we should reach in order to put ourselves in a good position from a 
defense point of view. If it is determined that it is, then I see no 
objection to extending the time beyond December 31. On the other 
hand, if that is not a valid goal, that we don’t need to reach it, that 
our position is O. K. without it, or if it is determined that tax amor- 
tization isn’t having any impact at all on reaching the goal, then 
obviously we should drop it, and I mean, that is the kind of question 
I am willing to look at in a perfectly frank way, because I have no 
interest in the program, except as it may make a contribution to 
strengthening our position from a defense point of view. If it does 
it, fine: if it doesn’t, we might have to look at something else. 

Mr. Dawson. You dco have an interest in the program to the extent 
that you want to know what tax benefits were given on them and 
what they are doing with the money ? 

Dr. Fiewinc. Absolutely, Mr. Congressman. 

Mr. D. awson. And you w ant it to result in certain definite things, 
to buy something, and if that something isn’t bought—— 
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Dr. FLemouinc. Then we have got to take another look at it. I agree 
with that. 

Mr. Dawson. You can’t solve is by increasing stock dividends ? 

Dr. Ftemminc. Mr. Congressman, it seems to me the question boils 
down to this: Are we in a better position because of the tax-amorti- 
zation situation than we would have been in without it / 

Mr. Dawson. You are not in any better position than you were then. 
You haven’t any more cars. 

Dr. Ftemmine. Well, in terms of carrying capacity. 

Mr. Dawson. 'Two percent. 

Dr. FLemuine. We are about 2 percent better off now, but the 
point is this, and again this is evidence, it seems to me, that the rail- 
roads themselves are in the best position to present, if we didn’t have 
the tax amortization, would we have been 5 percent—— 

Mr. Dawson. The railroads are out to get money any way they 
can get it, so we can’t look to the railroads to give us the ideas. We 
have to look to you in getting the results in using the people’s money. 

Dr. Fiemurnc. Mr. Congressman, I think you have got this prob- 
lem though—I appreciate your point, but if we didn’t have, if we 
hadn't had the tax-amortization program, as far as freight cars are 
concerned, would we have been as well off as we are now, or would 
we have been, let’s say, 10 percent worse off? Now, just how you 
develop that, how we can arrive at that conclusion is pretty difficult. 

Mr. Dawson. The only use for the past is that it gives us a measure 
to judge the future. Judging by when you didn’t have tax amorti- 
zation and the cars that they produc ‘ed then when you did give it to 
them, it seems to me you haven’t got any better results over the years, 
in terms of the number of cars produced. 

Dr. Ftemmine. Mr. Congressman, may I appeal to the subcommittee 
not to arrive at that particular conclusion on the basis of those two 
sets of statistics until all of us—and I am interested in the same 
objective that you are—until all of us have a chance to get back of 
them and, for example, see what effect World War II had on that 
upsurge in the procurement of cars in the 1945 to 1949 period. As I 
think you would agree, undoubtedly it must have had some real effect. 
I say there is a backlog there that they haven’t been able to take 
care of. 

Mr. Dawson. The thing that interests me is that yon are always 
getting a study, this study and that study, and then we don’t do any- 
thing about it. We are just studying all of the time and spending 
money all of the time, but we always hide behind a new study. 

Dr. Fiemmrne. No; J don’t think so, Mr. Congressman. As far as 
I am concerned, if the study points at a particular conclusion, I am 
ready to move, or points in a particular direction, I am ready to move 
in that direction. 

Mr. Dawson. But can’t you tell from the results that you get that 

1 and 1 makes 2? If you haven’t got 2 where you ought to have 2, 
a don’t need to study to know you haven't got 2 

Dr. Fremurnc. Mr. Congressman, what ai ‘e is there before 
me or before any of us indicating that without tax amortization we 
would have been in as good a position as we are now ? 

Mr. Dawson. The cars built in the period before you had it, and 
what they had then, and what you have now. 
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Dr. Fiemmine. I don’t think it is fair to make that comparison 
without finding out what the impact was that World War II had 
on that 1945 to 1949 period. 

Mr. Dawson. We will listen to all of the statistics and all that you 
can bring us to try to arrive at that conclusion. 

Dr. FLemmina. We don’t differ as far as the objective is concerned. 

Mr. Dawson. We want results and we haven’t got them in spite 
of the tax amortization program. You haven’t got the freight cars 
to meet the impact if it came tomorrow, and that is the purpose of 
this program. 

Dr. Fiemmrine. I think we ought to say this, Mr. Congressman, 
that this was one device for dealing with that particular problem. 
No one has ever alleged that tax amortization alone would solve all 
of these expansion programs. 

Mr. Dawson. But if we are paying for them, we ought to get them, 
and we haven’t been getting them. 

Dr. Fiemaine. Well, again I think that is open to some question 
as to whether or not we have bec “ause we are a little better off on the 
basis of the statistics than we were when we started, and we might 
not have been in as good a shape as we are without it. 

Mr. Dawson. Maybe tax amortization is not the way, since we 
are not getting them. The 2 percent difference here doesn’t justify 
‘the program in the light of what it has cost us in order to get the 
2-percent increase. Now, we haven’t reached the goal. We are not 
much nearer the goal. When are we going to reach the goal? We 
are setting back the target dates and continuing to give them the 
benefits of replacement. They are getting the money, but they are 
not building the cars. 

Dr. Fiemouine. Again, that goes back to the question of what 
entered into the setting of the goal. We may be getting it. I am 
not going to be dogmatic—w e may be getting more cars than we would 
have gotten w ithout tax amortization, maybe not, but we may be get- 
ing more than we would have gotten without tax amortization. I 
do not know any better source for evidence on that particular point 
than to try to find out what went into the thinking of the railroad 
that decided to place some orders for some cars. 

Now, I agree with you—I mean, it may be a little difficult to get 
that evidence at times, but I don’t know any other place to go in order 
to determine that. 

Here is railroad A, it placed an order, let us say, over the period 
of the last 3 or 4 years, for 10,000 cars. Well, now, would it have 
placed that order for 10,000 cars without tax amortization, or would 
it have paaeee the order for 5,000, or would it have placed an order 
for any? I don’t know. 

Mr. Dawson. They would have had to make their own replacements 
in order to do their business. That is why they were building freight 
cars before you started to give them tax benefits. They are interested 
in building cars to meet the business needs. That is the only incentive 
they could. have had up to that time. Now, since you have been giving 
them money, they are not building any more now than they need, 
their present need. They are not giving you your goal. 

Dr. Ftemmine. Well, Mr. Congressman, I am not prepared in my 
own mind to arrive at that final conclusion. I am not going to say 
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that evidence might not point in that direction ultimately, but I think 
that you have to take a look at each individual railroad and see whether 
or not it would have gone as far as it has gone in placing orders for 
freight cars without the tax amortization. If it can be established 
that the railroad would have gone as far as it has, the railroad or all 
of the railroads together, it can be established that they would have 
gone as far as they have without any tax amortization, then I agree 
with you that tax amortization should not be in the picture at all. 

Mr. Dawson. Could we get back the money then that we gave them ? 

Dr. FLemmine. Of course, Mr. Congressman, there we have got a 
question—I mean, you have talked about the money that we have 
given and so on. 

Mr. Dawson. You know what I mean. 

Dr. FLemoina. Of course, as we all appreciate, it is going to take a 
little while to determine whether or not in reality we have given 
money. If after the 5-year period is up, I mean in the case of a par- 
ticular railroad, if we should move into stepped-up mobilization or 
general mobilization, all of us here would agree that that would mean 
that we would step up taxes, and if that should happen, then some 
people that applied for a tax amortization certificate and were granted 
it would undoubtedly wish they had never applied for the certificate 
because of the fact that they will lose money under those circumstances. 

Mr. Dawson. Certainly if we have war there will be stepped-up 
taxes, and every citizen will be taxed for war, because that is the only 
way the Government can function through taxes. So they won’t be 
hit that way any more than I will be hit cor respondingly. 

Dr. Fiemmine. My point is, Mr. Congressman, if in the future we 
had stepped up our general mobilization, and they had written this off 
over a 5-year period instead of writing it off over what until the passage 
of the 1954 act was a 20-year period, they might wish that they had 
waited and written it off over a 20-year period. That is all Iam saying. 
So we don’t know, any of us, for sure whether this is going to ultimately 
mean any loss of revenue to the Treasury or not. It may or may not, 
depending on the future of our tax structure. I think we would all 
agree on that. 

Mr. Meaper. Might I ask a question, Mr. Chairman? I gather 
the impression from the colloquy between you and Congressman Daw- 
son that there is no way of ascertaining with any certainty whether 
this program did or did not stimulate the construction of freight cars. 
You suggest that we take the word of the railroads. But are we fore- 
closed? Is there nothing further that we can look to to ascertain 
whether or not they just took advantage of a situation? Suppose they 
came in and told us that they wouldn’t have built any freight cars 
unless they had been given this incentive, is there someplace else we 
can learn for certain ? 

Dr. FLemmine. Congressman Meader, it seems to me that Congress, 
just as ODM, in dealing with a fairly technical problem of this kind, 

can turn to the Interstate Commerce C ommission, which is the agency 
charged with the responsibility of regulating the railroads, which T 
suppose has a better understanding of what the »y do and why they 

do it and so on than any other group of people, and that, of course, 
is why the Defense Transport Administration has always been lodged 
in the Interstate Commerce Commission and that is why we act only 








24 STUDY OF THE TAX AMORTIZATION PROGRAM 


on a statement by them to the effect that in their judgment tax amorti- 
zation is required. J mean, when they recommend an expansion goal, 
they are in effect saying, “In our judgment, a tax amortization pro- 
gram is required in order to get ourselves in as strong a position as 
we can. 

When they make recommendations as to the percentage, they are 
again indulging in a judgment of that kind. When they pass along 
the individual ‘applications for certificates, they are again indulging 
in a judgment of that kind. 

Now, considering the executive branch of the Government, I know 
of no better place to get judgments on the kind of thing that you are 
talking about than the Interstate Commerce Commission, because 
we certainly don’t have the facilities or resources for getting down 
underneath the kind of a program we are talking about here, because 
to some extent we are talking about motivation, and it is fairly 
hard thing to establish in a court of law or outside of a court of law, 
but certs ainly the body that has regulated the railroads over a long 
period of time is in a better position to make a recommendation along 
that line than anyone I know of. 

Mr. Dawson. Does that shift the responsibility of this program 
from you tothem? Are you doing that by your words? 

Dr. Ftemmine. Mr. Congressman, I will never do that. It is up 
to me to get the best evidence I can get in discharging my responsi- 
bility. In my judgment, the best place to go to get the evidence along 
the line that you have been talking about and Congressman Meader has 
been talking about is the Interstate Commerce Commission. Now, 
if that is wrong, I mean, if the Defense Transport Administration 
is not the best place to go, then I am responsible for the fact I did not 
go to the best place; but as far as I know, I have gone to the best 
place for recommendations in this particular area. 

Now, to that extent and only to that extent—I won't shift the 
responsibility—I am just pointing out to you the evidence that we 
have used in arriving at the conclusions that we have arrived at and 
the source of our evidence. 

[ still feel that, considering the Government as a whole, there isn’t 
any better place to go, because, after all, they have been dealing with 
this industry for a long period of time. 

Mr. Dawson. But they didn’t give them any tax benefits. 

Dr. Ftemmine. But the Commissioner in Charge of the Defense 
Transport Administration recommended that tax benefits be given to 
them, and we acepted the recommendation and assumed the responsi- 
bility for it. 

Mr. Mraper. Of course, having recommended the tax amortization 
program, you wouldn’t be very much surprised if the experts said it 
stimulated construction of freight cars ? 

Dr. Fiemine. No, that is right, but, on the other hand, I think 
that they are also in the position or should be in the position to indi- 
cate to this committee their reasons for making such a recommenda- 
tion and their reasons for believing that the tax amortization program, 
if applied to the railroad industry in this case, freight cars, would 
strengthen the Nation’s total position. 

Mr. Meaper. Well, it seems to me that this question is such a nebu- 
lous matter of opinion that you are never going to come up with any 
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provable conclusion one way or the other. There is Congressman 
Dawson’s opinion, on the one hand, and Defense Transport’s on the 
other, as to whether or not there was any stimulation of freight car 
construction. 

Mr. Dawson. I am trying to arrive at an opinion. The only way I 
can get it is through the testimony of these gentlemen. 

Mr. PLAPINGER. Dr. Flemming, before you stated, I believe, that in 
the case of railroad freight cars, tax amortization applications were 
approved or disapproved—incide ntally, do you know of any tax 
amortization application for freight cars that was ever disapproved 

Dr. FLemminc. Mr. Parnell says none, except possibly a very few 
on such technicality as time of filing or something of that kind, but 
the proper answer to your question would be no. 

Mr. Prapincer. You said before, I believe, there is no individual 
consideration of the facts in each application, If a railroad makes 
application for freight cars for tax amortization say, on X number 
of freight cars to be. constructed, as a matter of course tax amortiza- 
tion is granted. 

Dr. Fuemmine. That is right. I mean, to that extent this type of 
program differs from a program for the construction of a facility, 
something of that sort, where you do have to take a look at each indi- 
vidual case. 

Mr. Piaprncer. T have some figures that certainly bear that out, 
unfortunately. With respect to the Pennsylvania Railroad, at the 
end of 1951, they had 197,154 cars on hand. In that year they con- 
structed 8,210 new cars and retired 8,027 old cars. In that year also 
the total accelerated amortization for them was $56,744,000. 

At the end of 1952, they had 191,450 cars. That is as opposed to 
197,000 in the preceding year. They constructed 3458 new freight 
ears and retired 9.904 fre ight cars. ' 

In 1953, still lower, they had 189,776 freight cars. The Y constructed 
3.513 new ones, rehabilitated one old one and retired 4.373 cars. 

At the end of 1954, they had 183.542. That is a drop of 14,000 from 
the end of 1951. They only constructed 491 new ones and retired 
6,527 freight cars, and carloadings dropped from eleven million five at 
the end of 1951 to ten million eight at the end of 1954. Throughout 
that entire period, there was $107,488,000 dollars of total accelerated 
amortization granted. In addition, we find in the Wall Street Journal 
recently a statement by the President of the Southern Railway System 
before the New York Security Analysts to the effect that rapid amorti- 
zation of facilities will account for a tax reduction this year equal 
to about $1.70 a share on the common stock as against $1.56 in 1954. 

Dr. FLemmMinG. Mr. Chairman, I haven’t read that statement. My 
attention has been called to it. Of course—well, I don’t know that 
he is even saying that, he is indicating how he might use his additional 
earnings as a result of this tax amortization program. If the rail- 
road is going to use them for stock dividends, that is certainly contrary 
to the normal practice. 

Mr. Puapincer. In all fairness, I am not sure that is the implica- 
tion. He doesn’t say that. 

Dr. FLemMinG. Right. I was going to s: iv that normally, of course, 
as far as the tax amortization program is concerned, our experie nce 
has been that those who loaned money, that make possible capital in- 
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vestment, usually require these additional earnings to be used for the 
purpose of retiring the capital indebtedness over that 5-year period. 

Mr. Meaper. Isn’t that what he said they were going to do; that 
they were going to pay off the bonds that matured in 19562 

Mr. Piarincer. There is an implication to that effect also. 

Dr. FLemmine. Mr. Chairman, if that is the case, that is the com- 
mon practice, as [ understand it. I mean, that the bank or insurance 
company, or whatever the case might be, would require these addi- 
tional earnings to be used for the purpose of paying off the capital 
investment. 

Mr. Piarincer. Now, with respect to the Pennsylvania’s record over 
this 4-year period, over a 4-year period they retired 28,831 cars and 
constructed 15,728. So on an individual basis, certainly the loss there 
to the Government, to the transportation potential, has been 13,000 
cars. 

Dr. Ftemmina. Do you have figures there indicating what their net 
carrying capacity is at the end of this period? 

Mr. Piaprncer. At the end of 1950 it was 11,160. At the end of 1954 
it was 10,820. So there has been a drop. 

Mr. Meaper. Was that a drop in freight carloadings? 

Mr. Puiapincer. That was a drop in freight-car c: apacity , aggregate 
carrying capacity. 

Dr. Ftemmine. Mr. Chairman, could I ask Mr. John Dennis, who is 
our defense-transportation coordinator, to comment on those, because 
I think he is acquainted with the situation as far as the Pennsylvania 
is concerned. 

Mr. Dennis. Mr. Chairman, it is my understanding that in the case 
of the Pennsylvania they had a very large fleet of old coal cars S any- 
where from 30 to 40 years old that came through the war, a lot of them, 
in very bad shape, and they embarked upon a big scrapping program, 
first, because they were worn out, and secondly, because the coal load- 
ings were going down in this period. I think that is largely the ex- 
planation of the Pennsylvania. 

Mr. Puarincer. During the preceding period, Mr. Dennis, that is 
from 1945 to 1949, they built a total of 5,614 new cars and retired 
42,608. 

Mr. Dennis. The Pennsylvania is one of the roads that has a very 
large scrap. They have a large fleet of old cars still that are of 
limited value. 

Mr. Prarineer. That brings us to another question that perhaps 
Mr. Dennis can shed some light on. In establishing the 436,000 expan- 
sion goal, there is no distinction made as to the type of cars within that 
goal. What is the reason for that ? 

Mr. Dennis. Well, each road would determine what their particu- 
lar needs were. The western roads might need boxcars for handling 
grain; the eastern roads might need another type of car. Each road 
orders that kind of car. 

Mr. PLaptncer. Where does the defense need come in? 

Mr. Dennis. If the cars are pooled, they are available for all areas 
and serve all industries. 

Mr. Piarrncer. Could it be possible that we could get more hopper 
cars than we could ever use as against boxcars ? 
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Mr. Dennis. If the railroads misjudged the needs, it might happen 
they could get in the wrong proportion, but it would be gr: adually cor- 
rected. The shortage would show up quickly in the ears ordered. 

Dr. Fuemuinea. In going back to the 1 ennsylvania for a moment, 
it seems to me there again, before we arrive at a definite conclusion, 
we ought to know whether or not the Pennsylvania is in a better rela- 
tive position to deal with the modern situation, if I may put it that 
way, as far as the handling of freight business is concer ned, than they 
were before. 

Mr. Praptncer. If that is so, that would cast some doubt on the 
validity of your explanation. 

Dr. Ftemuine. Not until we find out just what factors entered into 
the establishment of that expansion goal by the Defense Transport 
Administration, because, after all, if the coal business is going down, 
and unfortunately that has been the case, as we all know, that would 
mean, of course, that their demand for that type of car would be con- 
siderably less. On the other hand, there may be another type of busi- 
ness growing out of modern industrial deve lopment where they need 
additional—I mean, the -y would need a car of a particular type. Per- 
haps they have used this expansion program for the purpose of dealing 
with their present needs. 

Mr. Meaper. Mr. Chairman, might I ask a question of Dr. Flem- 
ming? This may be a naive question, Dr. Flemming, but it is some- 
thing that has bothered me about this amortization program. Suppose 
you get this certificate to write off the capital invested in freight cars 
in 5 years, and then turn around and sell the freight cars, is there 
anything in your regulations or in representations that are required 
of the applicant to avoid that situation ? 

Dr. Ftremoina. Well, if he wants to sell it, I mean, if he can find 
a buyer and decides to sell, O. K. Of course, now, from the standpoint 
of our overall position, as far as freight cars are concerned, that posi- 
tion hasn’t been altered, unless he sells it for the purpose of having 
it junked, and I don’t think that probably within a period of 5 years 
you would find a buyer who would be willing to—I mean, he could get 
i better price for it by selling it to somebody who is going to use it. 

Mr. Mraper. What I am getting at, are you building a loophole here 
where the railroads can manipulate and profit at the expense of this 
program by not carrying these freight cars on their books at no value 
and paying the increased taxes after the 5-year period, which it would 
have to do after 5 years? As pointed out in one study of this staff 
memorandum, you wind up paying the same amount of taxes if you 
keep the item which has been amortized for the entire 20- year period; 
but if it is sold after 5 years, or if the railroads go through some trans- 
action or some kind of a manipulation and escape paying the taxes that 
you would have to pay if it had been completely written off, then it 
seems to me there might be a built-in loophole in this program. 

Dr. PLEMMING. Take your new purchaser. Take this freight car, 
I mean, that we are talking about, one road buys it, orders it, rather, 
and it is constructed for them, and the By do get the writeoff over a per iod 
of 5 years, and then they sell it to another road or sell it to a private 
firm, let’s say, building up a fleet of cars. Now, of course, the rail- 
road they sell it to or the private firm they sell it to gets no tax amor- 
tization at all. T hey just go ahead and have to handle it in accordance 
with the regular tax law, and we would not give it to them. 
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We have certainly got that much protection on it. We would not 
give it to the second purchaser. Only one person gets it. 

Mr. Meaprr. As far as the original fellow is concerned, he has done 
pretty well, though, hasn’t he? 

Mr. Kenpauy. Doesn't it depend, sir, on whether he got more than 
the car was worth? 

Mr. Meaper. If he could come back and get another certificate. 

Mr. Kenpauy. He can’t do that. 

Mr. Motionan. Of course, then there is some precaution. 

Dr. FLemmine. He can’t do that. As Mr. Kendall indicates, I think 
the answer to Congressman Meader’s case would depend on what the 
sales price was. 

Mr. Puarincer. You have some protection built in in the old section 
117 (g) | of the Internal Revenue Code of 1950]. 

Dr. FLemminea. That is right. 

Mr. PiLapincer. In your opening statement, Dr. Flemming, you 
mentioned that tax amortization, one of the purposes of tax amortiza- 
tion, was to stimulate investment of private capital. How does this 
square with the use of Government lending ? 

Dr. FLemmMinc. Well, we do have author ity, as you know, under the 
app ropriate section of the Defense Production Act, both to provide 
loans and to provide for guaranteed loans and also at times in connec- 
tion with terms to enter into contracts for purchase at premium prices 
and so on. We have been very careful over a period of the last 214 
years to make sure that those programs are coordinated, and, in other 
words, we try to look at it as a single package and not let a fellow 
come along and deal with one part “of the Government and get tax 
amortization and then come along and deal with an entirely different 
group of people and get a loan or loan guaranty without the two 
things being tied together at all. 

Actu: ally, , the processing of the tax amortization, the loan applica- 
tion, and the loan guaranty is all tied in one spot in ODM, and it is 
looked at as a total package. 

As a practical matter, “of course, we have given very few loans in 
the last 214 years, and so that it hasn’t presented us with the kind of 
problems that were presented to the Government in the early days 
following the outbreak of hostilities in Korea. At that time, in the 
rush of getting all of these programs going, they were not always 
coordinated, but it has been our objective to keep them coordinated. 

Mr. Piarincer. Where there is 2 Government loan, isn’t the tax- 
amortization percentage broken down? Is it kept uniform ? 

Mr. Kenpauu. No, the theory of that is that it helps the Govern- 
ment get paid off, and the Government is entitled to the same benefit 
in getting its money paid off as the bank would be. 

Mr. Dawson. Say that over again. 

Mr. Kenpau. One of the important effects, Mr. Dawson, of giving 
a certificate of this sort is that it makes it possible for the builder of a 
plant—we haven’t made loans on freight cars, so I will turn to some- 
thing on which we might make a loan—a builder of the plant can get 
the money from the bank more readily because in the first 5 years of 
its oper ation of the plant, he will have more money that he can pay 
back to the bank. The loan can be paid more quickly because of the 
faster tax writeoff. That is the advantage to the company; he can 
get a loan more easily that he can get paid off quicker. 
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If it happens he is using taxpayers’ funds in building the plant, we 
figure it quite appropriate that he pay those back as quickly as he 
vould to the private bank. 

Mr. Dawson. With the taxpayers’ money 4 

Dr. FLemmine. That is correct, and pay the taxes in higher amounts 
later on on his own. 

Mr. Dawson. I thought I understood it. 

Dr. FLemMineé. That has become rather academic, because we have 
been doing very little in the way of making loans. 

Mr. MottoHan. Mr. Dawson ‘ 

Mr. Meader ¢ 

Mr. Minshall ? 

Mr. MinsHauu. | have no questions. 

Mr. Dawson. There will be someone to testify to clear up some of 
these points ? 

Dr. Fremmine. | understand Commissioner Clarke is going to 
testify. He isthe head of the Defense Transport Administration. 

Mr. Motionan. Doctor, would you agree with me that the use in 
the law itself of the term “emergency facilities” indicates that Con- 
grease not intend rapid tax writeoffs of the cost of replacing existing 

facilities should be granted ¢ 

Dr. FLemmuine. Well 

Mr. Mo.iouan. It seems to me that is the crux of this whole thing 
here. 

Dr. FLemmine. Yes, I appreciate it, and I think, Mr. Chairman, you 
go back again to the regulation to which I referred, and, of course, 
then comes the question whether this regulation reflects properly the 
attitude of the Congress. I think it does. 

Again, it says that an “existing or prospective shortage of facilities 
for the production of a material or services in the interest of national 
defense will not be considered alleviated by” and then “The construe- 
tion, reconstruction, erection, installation, or acquisition of that part 
of a facility which is or will be used in heu of existing facilities, except 
to the extent considered extraordinary and nec essitated by reason of 
the emergency. 

Now, in the case of our freight cars, I think that again goes back to 
the question of whether or not the reasons for ine luding the replace- 
ment factor in determining the expansion goal were adequate reasons, 
and I would like the transportation experts to testify on that par- 
ticular point, because I am just not a transportation expert. 

I assume, for example, they did take into consideration such things 

as—well, you may be junking a coal car, but it may be that at the same 
time the company is deciding to go out and order a different type of 
car to take care of its business more adequately, or it may be junking 
a car that is of a certain size and it is replacing it with a larger car, and 
so on. Now, just how all of those factors entered into ve thinking 
which finally resulted in setting a goal which was based in part on 
the replacement factor, I don’t know, but I am sure that Ciacci 
Clarke can give you that kind of breakdown. 

Mr. Motionan. I know that we are asking some questions here that 
probably Commissioner Clarke can undoubtedly answer to more direct 
advantage for us, but it seems to me it is important for us to get your 
general thinking, and although some of these questions might be better 
answered by Mr. Clarke I appreciate your observations on it. 











30 STUDY OF THE TAX AMORTIZATION PROGRAM 


Dr. FLemMine. In other words, Mr. Chairman, I think the issue you 
put your finger on comes down to this: When they brought the factor 
of replacement into the establishment of this goal for freight cars, did 
they have sufficient justification for doing so to bring it within this 
exception that I have just read ? 

Mr. Motionan. Yes. 

Dr. FLemuina. There is a basis for an exception, which, in turn, we 
think is consistent with the law, of course, and then the question is 
whether or not there was a basis for bringing this freight car goal 
within this exception. 

Mr. Mornouan. Well, then, even going further along that same 
line, of course, we have before us here, and I am speaking statisti- 
cally now, we have almost doubled the number of retirements over 
the number of constructions during the period 1950 to 1954, I think 
possibly we should say 1950 through half of 1955, over the previous 
5-year period of 1945 to 1949, and although we must take into con- 
sideration the statement you made awhile ago that we have : 2 percent 
greater capacity, still don’t you think there should be some provision 
in the law which would exclude these constructions which are strictly 
for replacement or which do not equal replacement, and would that 
not cause to be more eligible those constructions which are in excess 
of replacements ? 

Dr. Furmaine. Mr. Chairman, I certainly would be very glad to 
consider whatever answer the Defense Transport people might make to 
that kind of a question, and I don't think it would require a change in 
law. It would simply require a change in our regulation in dealing 
with this particular program and certainiy if there is any better 
way of dealing with a problem than has been dealt with up to the 
present time, I am very openminded on it and I am perfectly willing 
to consider it. 

Mr. Motnouan. T don’t think there is anyone on the committee, 
and I certainly haven't, who has preconceived ideas about it. We are 
very interested in some constructive conclusions and how we can ¢3 
to alleviate the situation. But it just seems to me there should be 
some, if you want to call it, penalty clauses in the law or in the regu- 
lations which would make ineligible those companies that have not 
made some satisfactory progress in the field of expansion. It is 
strictly nothing more than replacement with some of these companies, 
and here is one company present among the larger railroads that says 
in effect that their intentions are to use the moneys the Government 
has set aside to retire indebtedness. 

Dr. Fuemmine. Could I reserve my answer to your specific question 
until I have had a chance to talk with the tr: ansportation people. I 
assume you will be addressing the same question to them, and I will 
be very glad to consider their answer to it. IT will be glad to sit down 
and talk to them myself and see whether or not it is possible to move 
in the direction. 

Mr. Motitonan. Thank you very much, Dr. Flemming. 

Are there any further questions? 

Mr. Meaper. Yes; I would like to ask one. 

Just to clarify the question I raised about the sale of this amortized 
ear after 5 years: Let’s assume that the car costs $5,000, and it was 
completely written off in 5 years. At the end of the 5 years railroad 
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A sold that car to railroad B for $5,000. Now, what taxes would 
railroad A pay on the proceeds of that sale ¢ 

Mr. Kenpati. You will have to ask the tax man on that, Mr. 
Meader, but I will be happy to have it checked for you. 

Mr. Puarincer. May I have those figures, Mr. Meader / 

Dr. FLemmine. In other words, he sells it for $5,000 and A has had 
a rapid tax writeoff, That is your assumption / 

Mr. Meaper. Written off a thousand dollars each year for 5 years. 
It cost $5,000 to start with. He sells it for 85,000. What taxes does 
he pay on the proceeds of that sale / 

Mr. PLapincer. You have to know what kind of facility it was, 
what the straight-line depreciation might be. Is it a 20-year facility ¢ 

Dr. FremMine. Assume 20 years. 

Mr. Puapincer. That would be $250; would it? I think there would 
be a tax on $4,250, of which 

Mr. Meaper. Is that a capital gain! 

Mr. PLapincer. Of which $3,750 would be taxable as ordinary in 
come and the balance taxable as capital gain. 

Now. I am not sure about that, but I have another example here 
that might help you. These are my figures. Would you care to 
listen ¢ 

Mr. Mreaper. Yes, I am interested in this. 

Mr. PLuaprincer. The Internal Revenue Regulations, under former 
section 29.117 (2) gives an example of a 20-year facility that cost 
$10,000 and is sold at the end of 2 years for $9,500. The rapid tax 
amortization—assuming it to be 100 percent amortizable—on that 
facility would be $4,000, That is $2,000 a year for 2 years. The 
straight-line depreciation at the rate of $500 a year would be $1,000. 

The adjusted basis on a straight-line basis, at the end of the 2-year 
period, would be $10,000, less $1,000, or 89,000. The adjusted basis 
on a tax amortizable basis would be $10,000 less $4,000, which would 
he 86,000, and the difference between the two adjusted bases is $3,000. 

Now, the difference between the adjusted basis on a tax-amortizable 
basis and the selling price of $9,500 is $3,500. To the extent that the 
straight-line basis exceeds the tax amortizable basis—83,000, that is, 
the difference between $6,000 and $9,000, that portion is taxable as 
ordinary income; to the extent that that difference is exceeded by the 
83,000 profit, that is $500, that is taxable as a capital gain. 

Mr. Mraver. In other words, he isn’t able to tax it all under capital 
gains ¢ 

Mr. PLapincer. That is right, sir. He is not, and it is the straight 
line basis that cuts down his profit, really, since that is taxable as 
ordinary income, and only the excess of the difference in the adjusted 
bases is taxable as a capital gain. 

Mr. Meaper. I had one other question, Mr. Chairman. I was a 
little disturbed that these certificates seemed to be granted automati- 
cally. Now, what is the purpose of having anyone pass judgment on 
it if you are just going to grant the certificates anyway ¢ 

Dr. FurmMrne. First of all, they have got to be within the ex- 
pansion goal. I mean, that is your first control point. 

As far as the freight cars are concerned, I don’t know what other 
factors you check on. As far as taking the freight cars, assuming the 
validity of your goal, in other words, it is a goal for freight cars. It 
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isn’t broken down. It isa goal for 436,000 and assume it is on a good, 
sound basis, then if a reputable railroad company comes in and says 
we are proposing to build X number of additional freight cars, and we 
are applying for a tax amortization certificate under your goal, there 
really isn’t much more to check on; but don’t let me create the im- 
presen by the freight car illustration that that is the way it operates 

:cross the board as far as tax amortization is concerned. When we get 
into the fac ‘ility, when somebody comes along and wants to expand 
their facilities in a particular area, there is a lot of checking that 
goes on in order to determine that it is within our rules and regulations. 

Just take one illustration, the location of it. It has got to be in 
conformity with the dispersal extent, or we have to make an exception 
to the dispersal extent, one or the other, and there are a lot of other 
things that have to be checked out carefully before the certificate is 
actually granted. 

In the freight-car goal, we don’t at the moment. We assume the 

validity of the goal and assume the validity of the definition of the 
goal, It is a fairly simple process to determine whether or not a 
fellow is within that goal or not. 

Mr. Mraper. Is the same thing true of locomotives ? 

Dr. FLemuinc. The answer is “Yes.” 

Mr. Meaper. And how about other railroad facilities, trackage, and 
so on? 

Dr. FLemmuinc. On the trackage, main-line trackage, and so on, Mr. 
Parnell says that is on the basis of a case-by-case study, which has 
been referred over to the Defense Transport Administration. 

Mr. Meaper. But the granting of the certificate is not automatic. 

Dr. FLemoine. That is right. 

Mr. Meaper. Is there any other industry in which the automatic 
granting of certificates prevails beside the railroad industry ? 

Dr. Frewine. One that would come fairly close certainly would 
be commercial air traffic. 

Mr. Mraper. Outside of those two, are there others? 

Dr. FLemuinec. I can’t think of any others at the moment. It is 
tied into the transport industry definitely. 

Mr. Meaper. That is all. 

Mr. Motronan. Dr. Flemming, a while ago in your direct. state- 
ment you stated the 200,000 was the original goal, and it had been 
adjusted to 436,000, but there was some basic change necessary. 
What was the criteria here for reaching that conclusion, which ad- 
justed would mean that the two were the same, in effect? 

Mr. Kennan. To catch up with it. 

Mr. Motitonan. With itself. That was established for 1950. Now, 
we have had no material change. 

Dr. Fremuinc. The original one was 1950. 

Mr. Motitoman. Now, there has been no material change in our 
present situation with respect to coal cars available than that which 
existed 414 years ago. Now, while in previous testimony you sug- 
gested that ‘we really were short at the present time 100,000 cars, 
and—— 

Dr. FLEMMING. Against our goal. 

Mr. Motiouan. That is right, but that 44,000 of them had been 
tentatively committed, and your shortage would be 60,000 Now, if 
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we haven’t — our situation with respect to cars available from 
what it was, say, 4 years ago, why would not our goal still be 436,000 
cars if we are to be at least theoretic: ally preparing ourselves for an 
emergency need? 

Dr. FremMine. Why shouldn’t the goal have been changed up- 
ward ? 

Mr. Mottonan. Yes; because each year the deletions or retirements 
have exceeded, in effect, the number of cars purchased and installed 
and in service, so how can we say we only require 60,000 this year? 
Our situation is practically identical with what it was 5 years ago 
when we needed 436,000. 

Dr. Ftemminea. I think a current review of the goal would un- 
doubtedly result in a change, and one of the reasons why we welcome 
the report of this Conway committee was to give us some additional 
factual material that could be used in taking a look at the goal. You 
will recall that they said that, on the basis of their study, that they 
anticipated a deficit of around 112,000 cars in the first year of the 
war, and then another 100,000 or so in the second year, and I think 
it was 90,000 in the third year. In other words, about 320,000. 

Now, that might suggest that the present goal is too low, although 
there is an interesting correlation between what we need to do in order 
to reach our present goal and what they said was the deficit in the 
first year of the war. 

Mr. Motionan, The first year of the war to come, you mean ? 

Dr. Firemaine. Yes, and they have given us some requirements 
information based on a hypothetical 3-year war, and they have broken 
it down by years and they have said during the first year of the war 
there would be a deficit of 112,000, Well, that happens to correlate 
rather closely with the existing gap between our certifications and the 
total number of—I mean, the total goal. 

It would seem to indicate—now, I am not going to allege this as a 
fact, but it would seem to indicate if we got the 100,000 we would be 
in a position to deal with the first year of a war. 

Mr. Mottonan. What we are saying in effect is that our evaluation 
or our judgment of 5 years ago was off to the extent of approximately 
300,000 ? 

Mr. Kenpau. I don’t think so, Mr. Chairman. If you start 44% 
years ago with 200,000, 

Mr. Mottonan. But we adjusted that to 480,000, and we accepted 
that in the factors that we took into consideration, making the ad- 
justment for 200,000 the same as the 436,000. 

Mr. Kenpaun. Because in the years in between there would be 

layoff of cars, and the DTA must—and TI think this is the erux 
of the point you are getting at—the DTA must have found in authoriz 
ing the extension timewise of this goal from 1954 to 1955, as it has 
done, that their estimate of number of cars was more than adequate 
at that time, perhaps, because of the increased carrying capacity of 
the new ears and their greater capacity, something of that sort. I 
think Commissioner Clarke will testify to that. 

How can we be needing them in 1954 and needing the same number 
in 1955% The only answer that comes to my mind is the greater ef 
ficiency makes up the difference. These cars are 10 percent larger 
and stronger and newer. 
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Mr. Dawson. They are not building them. They are replacing 
them. In faet, you are not keeping up with your replacement needs. 

Mr. Kenpauu. That 2-percent figure is not the relation of an in- 
dividual car. The individual car is 11 percent larger before you even 
consider speed and strength and so on, The 2 percent is overall carry- 
ing capacity increase over the last 414 years. 

Mr. Morsonan. I think when we ‘are speaking of the efficiency 
of present day transportation, the cars used—I happen to come from 
West Virginia—in the coal fields we are vitally interested and con- 
cerned about the shortage of cars there. During the war years, the 
Baltimore & Ohio, which largely serves my immediate area, had on 
loan several hundreds, even thousands, of cars from other roads. 
That was under a war economy, and we understood those things. 
Now, under a peacetime economy, 45 of the coal mines in my imme- 
diate area were shut down because of the shortage of cars. That is the 
reason I can’t accept completely, or accept at all in this particular 
instance, your suggestion that the greater efficiency of the modern-day 

‘ar would make up for the lesser number of them. 

I think all of this is something which Mr. Clarke can certainly 
throw a great deal of light on. 

Thank you, Doctor. It has been very interesting. 

Mr. Dawson. Doctor, before you go, I wanted to ask you one more 
question. Do you rely more upon the DTA than you do on the Inter- 
state Commerce Commission? Which one do you rely on in fulfilling 
your responsibility ? 

Dr. Fuemuine. The official certificate and recommendation comes 
from DTA. Congressman Dawson, that is now out of existence, and 
it will now come—from July 1 on—it will be from the Interstate 
Commerce Commission, but the Foe of the DTA, going ’way back to 
World War IT, has always been a member of the Interstate Commerce 
Commission. It started with Mr. Eastman, you will recall, and then 
Commissioner Knudson, and now Commissioner Clarke. So I have 
always assumed that in getting a certification from a Commission 
heading up this Defense Transport agency, that, of course, he was 
drawing on the total facilities of the Commission. 

Mr. Mottonanx. We will recess until tomorrow morning at 10 
o'clock, at which time we will hear Administrator Owen Clarke, De- 
fense Transport Administration. 

Whereupon, at 12: 000 p. m., the subcommitte adjourned.) 
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TUESDAY, JULY 12, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON LEGAL AND MONETARY AFFAIRS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. ¢ 

The Subcommittee on Legal and Monetary Affairs of the Com 
mittee on Government Operations met at 10 a. m., in room 1537, New 
House Office Building, Hon. Robert H. Mollohan, (chairman of the 
subcommittee), presiding. 

Members present : Robert H. Mollohan, William L. Dawson (chair- 
man of the full committee), Martha W. Griffiths, George Meader, and 

Arthur Younger. 

Also present : Curtis FE. Johnson, staff director, and Jerome 3S. 
Plapinger, subcommitte counsel. 

Mr. Mottonan. This is a meeting of the Legal and Monetary 
Affairs Subcommittee of the Government Operations Committee of 
the House continuing hearings on the tax-amortization program. 

The first witness this morning is Commissioner Owen Clarke, of 
the Defense Transportation Administration of the Interstate Com 
merce Commission. 

Mr. Clarke, I understand you have a prepared statement. 

Mr. Crarke. Yes, | have, Mr. Chairman. 

Mr. Mottouan. Proceed, please. 


STATEMENT OF OWEN CLARKE, COMMISSIONER, INTERSTATE 
COMMERCE COMMISSION 


Mr. Crarke. I might state for the record, I am a Commissioner of 
the Interstate Commerce Commission, and I served as Administrator 
of the Defense Transport Administration from May 1954 until a 
week ago last Friday, when that agency was liquid: ated and its fune 
tions transferred to the Interstate Commerce Commission. 

The scope of the authority of the Defense Transport Adminis 
tration, which authority is now held by the Interstate Commerce 
Commission, as it related to tax amortization, covered all surface 
transportation, public storage, and port facilities within the United 
States and its Territories and possessions. In short, it covered all 
rail, motor carrier, inland water carrier, public storage and_ port 
facilities. Under this delegated responsibility, DTA processed all 
tax amortization applications covering expansion of facilities of all 
of the enumerated segments of the surface transportation, public 
storage, and port facility industries. 
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The purpose of the accelerated tax amortization program was to 
provide the necessary incentive to encourage the expansion deemed 
necessary for a strong national defense position. The program aim, 
as it pertained to DTA, was to put the Nation’s surface transporta- 
tion, on storage, and port facility industries in a position to meet 
any demands for such services resulting from military operations 
as well as those resulting from the expansion of production of the 
basic commodity manufacturing industries. This placed an obliga- 
tion on the DTA, not only to encourage the expansion of facilities, 
but to take such other action as might be desirable to meet the re- 
quirements for domestic transportation and storage including, among 
other things, programs and measures for increasing the efficiency 
and obtaining the maximum utilization of existing transport: ition and 
storage systems and facilities. 

An overall objective of the tax amortization program was to en- 
courage expansion of facilities with private capital. If the required 
expansion of facilities could not be obtained by the use of private capi- 
tal, aided by tax amortization benefits the only alternative would be 
the grant of direct Government loans or the construction of additional 
facilities by the Federal Government for lease to the industry. 

The planning staff within the Defense Production Administration 
decided that definite expansion goals should be established for various 
types of facility expansion for the principal industries engaged in the 
overall defense expansion program. Accordingly, DPA ‘requested 
the delegate agencies to make the necessary studies and recommenda- 
tions. Pursuant to this request, DTA, in the spring of 1952, made 
extensive and comprehensive surveys. Operating in the twilight zone 
between the requirements of the then authorized partial mobilization 
of our Armed Forces on the one hand and full mobilization on the 
other, the establishment of such expansion goals clearly was a difficult 
task. It required consideration of the Nation’s: Level of production 
necessary to support the military preparedness program; stockpiling 
objectives ; anticipated civilian requirements; probable increase in 
population; changes in technology. 

DTA studies revealed the areas where additional expansion was 
required. Further studies were conducted to determine the particular 
areas where numerical goals could be established on a national basis. 
In each area where such a goal was recommended, broad groupings of 
similar types of facilities were used. For example, the goal set for 
freight cars embraced all types of such cars—box, hopper, flat, gon- 
dola, private line refrigerator and tank cars. 

Any determination of expansion goals necessarily included a large 
measure of good judgment based on a broad background of expe- 
rience in the particular industry concerned. In establishing the freight 
car goal, estimates of future needs and basic statistics supplied by the 
Interstate Commerce Commission, the Department of Defense, the 
Association of American Railroads and the American Railway Car 
Institute were studied by experts from the industry and by specialists 
in the Defense Transport Administration. The study included con- 
sideration of the following: 

The normal ownership of cars; the actual and estimated freight 
traffic for the years 1939 through 1955; the effect of car surpluses and 
car shortages on rail traffic; the revenue freight cars awaiting repairs; 
the effect of freight car retirements on class | ownership and annual 
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installations; the plant capacity and manpower availability; possible 
monthly production schedules. 

Under this procedure, a numerical goal of 436,000 freight cars was 
established April 11, 1952. This goal provided for a net increase of 
194,000 cars. This anticipated an 11 percent increase in car-carrying 

capacity over and above the 1950 capacity and was to have been ac- 

complished by June 30, 1955. This was considered adequate to pro- 
vide the class I fleet necessary during partial mobilization and would 
satisfy minimum requirements in the event of full mobilization. 

In some areas it was found that due to the nature and use of the 
facilities involved, it was not feasible to establish numerical goals on 
a national basis for particular types of facilities. For example, in 
studies made on expansion requirements for port facilities, warehouse 
and storage facilities and motor carrier terminal facilities, it was 
found that an expansion goal for each of the types of facilities just 
enumerated was required but, since the need for these types of facill- 
ties was local and usually specialized, no realistic numerical goals 
could be determined. In those instances “open end” goals were estab- 
lished by the Defense Production Administration. This required that 
each tax amortization application under such a goal be considered in 
the light of a local or specialized need. 


PERCENTAGES 


The development of tax amortization percentages which would 
offer a sufficient incentive to accomplish the desired expansion in any 
industry was, of course, a serious and complicated matter. The 
transportation industry, being a closely regulated industry, required 
a relatively strong incentive if the desired expansion was to be accom- 
plished by the use of private capital. The raw material producing 
and manufacturing industries generally are not so closely regulated 
and in a period of expansion the inevitable increase in material and 
labor costs can be passed on to the ultimate consumer. However, the 
transportation industry must apply to various regulatory bodies be- 
fore any increase in rates can be effected. Rate proceedings fre- 
quently require consider athe time. Accordingly, the damaging im- 
pact of rising material and labor costs is felt “Jong before any relief 
is forthcoming. The elements present in operating a closely regulated 
industry causes the industry to ascertain whether the e xpansion would 
be feasible financially, even with tax amortization incentives, before 
making any large-scale expansion of facilities. 

In determining the portion of facilities certifiable under section 168 
the agency was required to evaluate the following intangible factors: 

The acquisition of the facilities for defense purposes; 

The existing or prospective shortage of similar facilities; 

The use of private capital to finance defense expansion instead of 
the probable use of Government funds; 

The possibility of the facilities being surplus to the applicant’s 
needs at the end of the emergency period ; 

The postemergency use fulness of the fac ilities ; 

The financial risk assumed by the applicant in securing the facilities 
at that time in order to further the defense effort. 

The percentage recommended also included consideration of normal 
depreciation and the accelerated depreciation allowable because of 
intensive and excessive use. 











3S STUDY OF THE TAX AMORTIZATION PROGRAM 


The normal service life of freight cars was established at about 
30 years. On this basis, depreciation was allowed by the Bureau 
of Internal Revenue ranging from 3.25 to 3.75 percent as a com- 
posite overall figure. This percentage took into consideration scrap 
values. The rate of retirements for the 5 years previous had ranged 
roughly from 3.5 to 5 percent of the total number of freight cars 
In service within the national tr ansportation age or while cars in- 
stalled ranged roughly from 2.5 to 5.5 percent. A study of freight 
car statistics and discussion with the industry including the st: aff of 
the Association of American Railroads, confirmed the fact that car 
retirements had little relationship to the placing of orders at any 
given time. The anticipated need taking into consideration factors 
of increased megcase ort as well as prospective traffic, was the con- 
trolling factor in determining the placing of orders. Greater de- 
mands for cars wea in increased orders and fewer retirements. 
However, the rate of retirement, in general, represented the deprecia- 
tion percents ige allowed by the Bureau of Internal Revenue. 

By using the percentage allowed by the Bureau of Internal Revenue 
an applicant would be allowed approximately 18 percent over a 
5b-vear period. Therefore, certification at 100 percent would in fact 
be giving the applicant the benefit of only 82 percent Fouad lation 
under section 168. 

A feature peculiar to the freight-car program is the operation of 
what we refer to as the national freight-car pool. When a railroad 
purchases a new freight car it has no assurance that it will be the user, 
since the car merely enters the national pool as an additional unit. 
In the consideration of the percentage to be allowed, it was generally 
conceded that in order to get new freight cars over and above normal 
needs it would be necessary to amortize such cars at 100 percent. 
Under such a policy it would have been necessary to establish normal 
ownership for each individual applicant. The applicant then would 
have been advised that no amortization would be allowed for those 
ears required to maintain its normal ownership and that 100 percent 
amortization would be allowed for additional acquisitions. This would 
have permitted 1 or 2 large roads to maintain their normal owner- 
ship and receive 100 percent amortization on additional acquisitions. 
All other roads might then abandon freight-car programs. This, of 
course, Was not a practical solution to the problem. After these mat- 
ters had been considered, it was decided that an 80-percent certifica- 
tion available to all applicants would provide a greater incentive to 
the industry as a whole to supply the necessary freight cars. Repre- 
sentatives of the Defense Transport Administration and the Defense 
Production Administration considered the acquisition of freight cars 
end the nature of the program extraordinary and necessitated by 
reason of the emergency. As a consequence of its decision, the De- 
fense Transport Administration has included in each of its reports 
on freight cars the following statement: 

The element of replacement has been considered in the percentage recom- 
mended. 

After the establishment of the 80-percent standard, freight cars 
were ordered in large numbers, and the number of applications cover- 
ing freight-car asquisitions increased sharply. 
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The foregoing details of the many elements considered in arriving 
at the percentage for freight-car amortization is set forth to show 
the complicated and serious task confronted in establishing such per- 
centages. In like manner, every other type of rail, inland water, motor 
carrier, storage, and port facility was considered and industrywide 
percentages est: ablished for each tvpe of facility. 

At the outset of the current expansion oe am, the amortization 
percentages for the principal types of facilities recommended by DTA 
and certified by DPA were as follows: 


Type of facility : Percentage 
Freight cars 80 
Diesel locomotives 65 
All other railroad facilities Od 
Tugboats TO 
Barges SO 
Port facilities 65 
Freezer storage facilities 65 
All other storage facilities no 
Motor carrier terminal facilities 70 


Karly in March 195i the DPA and the DTA ree ed the then 
current situation and, as a result of studies made by both agencies, 
it was agreed that the amortization percentages for certain types of 
facilities could be lowered without undue hardship to the industry, 
whereas others could not be lowered because of the sdilaoupiaail con 
sidered necessary to achieve desired expansion. 

In October 1951 DPA decreased, by 10, all percentages not previ 
ously cut. This resulted in a 70-percent rate for freight cars. Fol 
lowing the reduction in percentage, a number of certificates covering 
freight cars issued at the lower rate, were canceled at the request of the 
certificate holders. During the 3 months immediately preceding the 
reduction in percentage, requests were received for certificates cover 
ing approxim: itely 20,000 cars, whereas requests for certificates during 
the 3 months following the reduction covered less than 9.000 ears. 
These facts, together with representations from the carriers, led to 
the belief that an increased percentage would result in increased car 
orders. Accordingly, the percentage for freight cars was raised from 
70 to 85 percent on May 20, 1954. 

The following table shows the percentages at which certificates 
are presently being issued : 


Type of facility : Percentage 
Locomotives a " AD 
Freight cars- RH 
Railroad passenger cars 80 
Diesel servicing____ ; piece ee eee nee 40 
Centralized traffic control etenatean we 40 
Repair facilities (car and locomotive) 50 
Tracks and classification yards Bs : ? 40 
Tracks and related facilities__- Gas 40 
Main-line improvements____ . - ; 40 
Port facilities : ae Rees 50 
Freezer storage_- : 7 AD 
General merchandise storage 40 
Motor freight terminals___- 60 
Motor freight shops and garages is DD 
Great Lakes cargo carriers 70 
Inland Waterway terminals 50 
Car floats opin " 60 
Tugboats 60 
Barges__- ‘nieces saa 70 
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PROCESSING OF APPLICATIONS 


The scope of the investigation for each application varies according 
to the type of facility involved. Freight cars operate as a national 
= and broad industry wide investig: ation in November and Decem- 
er of 1950 conclusively established that there was a serious national 
freight-car shortage. Accordingly, the scope of the investigation in 
connection with individual applications is considerably less broad for 
freight cars a for example, a classification yard in a particular 
section of the Nation where the many sectional and local features 
bearing upon the need for the proposed expansion must be investi- 
gated ‘and reveiwed exhaustively. Investigation includes, among 
other features, examination of the carriers’ annual and quarterly oper- 
ating and financial reports to the Interstate Commerce Commission, 
consultation with technical experts and, where the circumstances re- 
quire, an on-the-spot field investigation. In general, in order for an 
applicant to be eligible for a certificate it is necessary to establish a 
defense relationship in the use of the facility, the fact that a shortage 
exists, that such shortage cannot be satisfied by other practical means 
and that the proposed acquisition will increase the services or facil- 
ities available. 

SURVEYS 


The current freight-car production goal is the outgrowth of certain 
studies made after World War II. The first one was conducted under 
the chairmanship of Co. J. Monroe Johnson, then the Director of the 
Office of Defense Transportation and Chairman of the Interstate Com- 
merce Commission. His report was made in February 1950 and inso- 
far as the railroads were concerned, indicated a substantial deficit 
in freight cars to meet full-scale mobilization. 

When the Defense Transport Administration was formed in October 
1950, it adopted the traflic levels for mobilization estimated previously 
by the railroad transport task group under Colonel Johnson and cal- 
culated from that assumption the number of serviceable cars that 
would be required to handle the expected load. Subsequently, a de- 
tailed study was undertaken in the DTA which was used as the basis 
for the establishment of a production goal of 436,000 freight cars 
between January 1, 1950, and July 1, 1954. A copy, of this study, 
entitled “United States Railroad Freight Car Study, March 1952,” is 
available for the committee. 

Mr. Puarrncer. You will furnish that? 

Mr. Cuarke. Yes. 

The latest completed survey covered by a report dated May 22, 1955, 
was made by the Freight Car Section of the Office of Defense Mobiliza- 
tion Consultants Committee on Freight Car Equipment. 

A fourth survey, undertaken by the Defense Transport Administra- 
tion covering the needs for a postulated 3-year mobilization period, 
will be complete ‘d by the Interstate Commerce Commission within the 
next 60 days. The foregoing historical bac kground will indicate that 
the matter of freight-car goals has been receiving continuing atten- 


tion since the end of World War II. 
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APPRAISAL 


I have been asked to make an appraisal of the development result- 
ing from the tax-amortization program, with particular attention to 
freight cars. In general, the program has been a substantial aid to 
the transportation industr y in improving and augmenting transporta- 
tion facilities. I have previously referred to a recent survey on rail- 
road conditions by the ODM Consultants Committee on Freight Car 
Equipment. The Committee’s report contains the following com- 
ment: 

Present condition of facilities: Except for deferred maintenance in 1954, the 
railroad plant appears to be in better physical condition at the present time than 
any period in its history. Capitai expenditures of nearly 10 billions of dollars 
for equipment, roadway and structures, signaling (including CTC), ete., during 
the 9 years 1946-54 have been made for the purpose of promoting more economi- 
cal operations and more dependable service, and these, in turn, have created 
increased capacity. 

Among the many measurements of increased efficiency in operation the follow- 
ing factors are cited for the years shown below: 


Year Year Incr } sn 
1954 1941 ncrease and percentage 
| 

Freight-train miles per train-hour 18.7 16.5 | 2.2 miles or 13 percent 
Net ton-miles per loaded car-mile 31.4 28.5 | 2.9 miles or 10.1 percent 
G. T. miles per freight-train houn 53, 897 | 34,684 | 19,213 miles or 55 percent 
Net ton-miles per serviceable freight-car day S67 795 | 72 miles or 9 percent. 
Average capacity freight cars, Jan. 1, 1955 (class I roads) 53.8 | 51.06 | 2.7 miles or 4.3 percent 
Average tons carload (1953 41.8 | 38.2 | 3.6 miles or 9.4 percent 


Centralized traffic control installations at the close of 1954 approximated 23,000 
miles compared with 2,700 miles at the close of 1941. Single track equipped with 
CTC has been estimated as being equivalent to approximately 75 percent or 85 
percent of double-track capacity in handling trains. This increase in capacity 
is brought about by reasons of fewer train stops and the resultant more expedi- 
tions movements in turn bring about savings in car-days. 

Heavy expenditures have also been made for important changes and improve- 
ments in many major yards and terminals, including additional tracks, exten- 
sion of present tracks, installation of car retarders, loudspeaker systems, push- 
button operations of switches, interyard radio, recording and communication 
Systems, and various other electronic devices. The expenditures have been made 
for the purpose of expediting the switching, classifying, and general handling of 
both loaded traffic and empty cars. They have and will continue to result in 
much more efficient operations. 


The railroads must compete with eae ‘r industries in obtaining neces- 
sary funds. They cannot obtain such funds unless they are put in at 
least as strong a position, taxwise, as ‘their nonregul: ited competitors. 
Without the assistance of accelerated tax amortization they probably 
would not have financed the acquisition of the 330,000 ears which have 
been certified under the progra am. 

One of the principal reason in my opinion, why tax amortization 
did not produce a substantial increase in rail car ownersh ip ee the fact 
that the momentum established early in the program in bel f of t 


iit 
production of freight cars was dissipated and frittered : way 7 by the 
small amounts of controlled materials allocated by the Def » Pro 
duction Administration for the construction of freight cars. The 
order books for months hovered around 120.000 freight ears. Actual 


monthly production was in the neighborhood of six or seven thous:ind 
cars, Had earbuilders been able to get the steel, copper, and other 
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PROCESSING OF APPLICATIONS 


The scope of the investigation for each application varies according 
to the type of facility involved. Freight cars operate as a national 

l, and broad industrywide investigation in November and Decem- 
er of 1950 conclusively established that there was a serious national 
freight-car shortage. Accordingly, the scope of the investigation in 
connection with individual applications is considerably less broad for 
freight cars than, for example, a classification yard in a particular 
section of the Nation where the many sectional and local features 
bearing upon the need for the proposed expansion must be investi- 
gated and reveiwed exhaustively. Investigation includes, among 
other features, examination of the carriers’ annual and quarterly oper- 
ating and financial reports to the Interstate Commerce Commission, 
consultation with technical experts and, where the circumstances re- 
quire, an on-the-spot field investigation. In general, in order for an 
applicant to be eligible for a certificate it is nec essary to establish a 
defense relationship i in the use of the facility, the fact that a shortage 
exists, that such shortage cannot be satisfied by other practical means 
and that the proposed ‘acquisition will increase the services or facil- 
ities available. 


SURVEYS 


The current freight-car production goal is the outgrowth of certain 
studies made after World War II. The first one was conducted under 
the chairmanship of Co. J. Monroe Johnson, then the Director of the 
Office of Defense Transportation and Chairman of the Interstate Com- 
merce Commission. His report was made in February 1950 and inso- 
far as the railroads were concerned, indicated a substantial deficit 
in freight cars to meet full-scale mobilization. 

When the Defense Transport Administration was formed in October 
1950, it adopted the traffic levels for mobilization estimated previously 
by the railroad transport task group under Colonel Johnson and cal- 
culated from that assumption the number of serviceable cars that 
would be required to handle the expected load. Subsequently, a de- 
tailed study was undertaken in the DTA which was used as the basis 
for the establishment of a production goal of 486,000 freight cars 
between January 1, 1950, and July 1, 1954. <A copy of this Eh 
entitled “United States Railroad Freight Car Study, March 1952,” 
available for the committee. 

Mr. Piarincer. You will furnish that? 

Mr. Cuarke. Yes. 

The latest completed survey covered by a report dated May 22, 1! - D, 

yas made by the Freight Car Section of the Office of Defense Mobiliz 
tion Consultants Committee on F reight Car Equipment. 

A fourth survey, undertaken by the Defense Transport Administra 
tion covering the needs for a postulated : 3-year mobilization liad. 
will be complet ted by the Interstate Commerce Commission within the 
next 60 days. The foregoing historical background will indicate that 


the matter of freight-car goals has been receiving continuing atten- 
tion since the end of World War II. 
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APPRAISAL 


I have been asked to make an appraisal of the development result- 
ing from the tax-amortization program, with particular attention to 
freight cars. In general, the program has been a substantial aid to 
the transportation industr y in improving and augmenting transporta- 
tion facilities. I have previously referred to a recent survey on rail- 
road conditions by the ODM Consultants Committee on Freight Car 
Equipment. The Committee’s report contains the following com- 
ment: 

Present condition of facilities: Except for deferred maintenance in 1954, the 
railroad plant appears to be in better physical condition at the present time than 
any period in its history. Capitai expenditures of nearly 10 billions of dollars 
for equipment, roadway and structures, signaling (including CTC), ete., during 
the 9 years 1946-54 have been made for the purpose of promoting more economi- 
cal operations and more dependable service, and these, in turn, have created 
increased capacity. 

Among the many measurements of increased efficiency in operation the follow- 
ing factors are cited for the years shown below: 


oo oa Increase and percentage 
| 

Freight-train miles per train-hour 18.7 | 16.5 | 2.2 miles or 13 percent 
Net Yet saps per loaded car-mile 31.4} 28.5 | 2.9 miles or 10.1 percent 
G. T. miles per freight-train hour 53, 897 | 34,684 | 19,213 miles or 55 percent 
Nob dee -miles per serviceable freight-car day 867 | 795 | 72 miles or 9 percent. 
Average capacity freight cars, Jan. 1, 1955 (class I roads) 53.8 | 51.06 | 2.7 miles or 4.3 percent. 
Average tons carload (1953) 41.8 38. 2 | 3.6 miles or 9 4 percent. 


Centralized traffic control installations at the close of 1954 approximated 23,000 
miles compared with 2,700 miles at the close of 1941. Single track equipped with 
CTC has been estimated as being equivalent to approximately 75 percent or 85 
percent of double-track capacity in handling trains. This increase in capacity 
is brought about by reasons of fewer train stops and the resultant more expedi- 
tions movements in turn bring about savings in car-days. 

He: avy expe nditures have also been made for important changes and improve- 
ments in many major yards and terminals, including additional tracks, exten- 
sion of present tracks, installation of car retarders, loudspeaker systems, push- 
button operations of switches, interyard radio, recording and communication 
systems, and various other electronic devices. The expenditures have been made 
for the purpose of expediting the switching, classifying, and general handling of 
both loaded traffic and empty cars. They have and will continue to result in 
much more efficient operations. 


The railroads must compete with other industries in obtaining neces- 
sary funds. They cannot obtain such funds unless they are put in at 
least as strong a position, taxwise, as their nonregulated competitors. 
Without the assistance of accelerated tax amortization they probably 
would not have financed the acquisition of the 330,000 cars which have 
been certified under the program. 

One of the principal reasons, in my opinion, why tax amortization 
did not produce a substantial increase in rail car ownership is the fact 
that the momentum established early in the program in behalf of the 
production of freight cars was dissipated and frittered away by the 


small amounts of controlled materials allocated by the De fense Pro 
duction Administration for the construction of freight cars. The 
order books for months hovered around 120.000 freight cars. Actual 


monthly production was in the neighborhood of six or seven thous:nd 
cars. Had carbuilders been able to get the steel, copper, and other 
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items in short supply I feel confident that 486,000 freight cars would 
have been built within the allotted period. 

Indications are that the present freight-car shortage will become 

even more acute in the months ahead. The Interstate Commerce Com- 
mission has issued several emergency car service orders and will issue 
others which will oblige the railroads and the freight car users to be 
more eflicient in the use of existing equipment. We have been urging 
the roads to obtain more cars and have solicited and received the aid 
of the railroad associations in our efforts. The Association of Ameri- 
can Railroads held a meeting on June 24, 1955, with its member roads 
and obtained pledges for orders for an additional 38,000 new cars. It 
also requested that the bad order percentages be cut by keeping usable 
cars rolling. The association has advised that the action taken in 
this field should result in a use increase of approximately 25,000 cars. 
We have received notice that some of the roads who did not make 
pledges at the meeting will order a substantial number of cars under 
the tax amortization program. Our present estimate is that a total 
of approximately 50,000 new cars will be ordered as a result of our 
combined efforts. 

The elimination of the tax incentive at this time conceivably could 
result in a substantial reduction in new car orders. 

In 1953, the number of freight cars in service reached a postwar 
high, which was approximate ‘ly 43,000 more cars than the nana In 
service in 1950. During 1954, due to the decrease in revenue freight, 
when car loadings drop ped to the lowest level since 1938, the number 
of cars retired exceeded the number of new cars placed in service. This 
reduced the number of cars in service to a point where it was not 
substantially higher than the 1950 level. However, this high level 
retirement had the effect of decreasing the average age and increas- 
ing the average capacity of cars. These factors must be considered in 
= analysis of the present condition of our freight-car fleet. 

\s I have previously stated, the original freight- -car goal called for 
an increase of approximately 11 percent in freight-carrying capacity. 
In the goal, this was stated in the number of cars. However, freight- 
carrying capacity can be increased in other ways, and, as a matter 
of fact, the freight-carrying capacity at the end of 1954 was approxi- 
mately 3 percent higher than in 1950. When the effect of an 11 per 
cent speedup in train movements is added to this, it is obvious that 
a substantial gain has been made. 

There is no desire on the part of any of us to perpetuate this pro- 
gram beyond the period of its usefulness. I feel, however, that this 
would be a very inopportune time to decrease the incentives for 
freight-car acquisition. 

Ladies and gentlemen, I hope that my remarks have been of some 
assistance and I want to assure you that my staff and I are ready 
and willing to cooperate in any way we can to help you in your 
deliberations. 

Mr. Mottonan. Thank you very much, Mr. Clarke. 

Mr. Plapinger. 

Mr. Piapincer. Mr. Clarke, is the tax-amortization program the 
only function of the Defense Transport Administration ¢ 

Mr. CLarke. No. In addition to tax amortization matters, we also 
do mobilization planning on assignment from the Office of Defense 
Mobilization. 
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Mr. PLarincer. How many people do you have assigned to the tax- 
amortization program ¢ 

Mr. CLarKe. Six. That includes the stenographic force. 

Mr. PLarincer. How many experts are working on the actual proc 
essing of the applications ¢ 

Mr. CLuarke. Well, I would say that 5 of them are experts: 5 of the 6. 

Mr. Mreaper. There is one secretary / 

Mr. CLarke. Yes. 

Mr. Piapincer. Do you have any WOC employees at DTA? 

Mr. CLarke. Yes, we have: but none of them are assigned to tax 
cunortization matters. 

Mr. PLaprincer. Now, when this expansion goal was set, who were 
the industry representatives that participated in the goal 

Mr. Ciarke. Do you have the list of names / 

Mr. Homer. No: I don't. I think probably the best answer to give 
vou on that, and I expect you are already aware of it, is the fact that 
when DTA did set up goals, they had a rather large organization 
which was made up of industry 7 in addition to the tax 
amortization people and these industry divisions had WOC employees 
that worked with them. 

Now, the man who is primarily responsible for this freight-car 
goal is still on our list as a consultant and will be in tomorrow as a 
matter of fact. I suspect that a good many of these questions that 
you would like to direct to us could be better answered by him than 
they can by us. 

Mr. PLapincer. Can you obtain that information / 

Mr. CLarke. Yes. 

Mr. Mottonan. Identify yourself, please, for the record. 

Mr. Homer. I am Mr. Homer, Chief of the Tax Amortization 
Branch. 

Mr. Ciarke. To elaborate on Mr. Homer's answer 

Mr. Dawson. Would you state your full name for the record? 

Mr. Homer. David Homer. 

Mr. CLarke. Whereas we have 12 employees, a total of 12 in DTA 
now, plus 10 consultants, at the time the goal was established there 
were over 400 employees, but Mr. Stubbs was the man that was in 
charge of the project that resulted in establishment of the or 

Mr. Piarincer. He is the gentleman Mr. Homer referred t 

Mr. Ciarke. Yes. 

Mr. Piaprncer. What is his business connection / 

Mr. Ciarke. He comes from the Erie Railroad. He is a retired 
assistant vice president. 

Mr. Mraper. What was his full name? 

Mr. Cuarke. Elmer Stubbs. 

Mr. Piapincer. Does DTA have an industry advisory committee in 
addition to the consultants ? 

Mr Ciarke. No; it has not. 

Mr. Piapincer. We understood from Dr. Flemming’s testimony 
yesterday that initially there was a freight car expansion goal by 
way of additional cars of 200,000. 

Mr. Crarke. That actually was not a goal. It was a tentative 
target. 

Mr. PLapincer. When was that established, Mr. Clarke? 

67504—55 4 
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Mr Crarke. It was established, I believe, in 1950, at the very 
beginning just as something to shoot at before the detailed studies 
had been made. The only ‘Teal goal is the 436,000 goal, which was 
the outgrowth of the studies. 

Asa preliminary matter, they used the figure of 200,000. That was 
established by Defense Pr oduction Administration, considering many 
factors in addition to the question of freight car ‘needs. They took 
into consideration the availability of materials and so forth. It was 
just a stopgap situation. 

Mr. Puiarincer. Actually, your figure of 436,000 is not very much 
different from your figure of 200,000 additional cars, isn’t that so? 

Mr. Crarke. It turns out to be about the same. The 436,000 figure 
means a net gain of 194,000, I think it is. 

Mr. Morsonan. So in the final analysis our objectives are the 
same ¢ 

Mr Crarke. Yes; that is correct. 

Mr. Piaprncer. I assume that there were applications for tax 
amortization of freight cars processed under this tentative goal of 
200,000. 

Mr. CuarkKe. Yes, sir. 

Mr. Puarrncrer. Was the question of replacement considered then ? 
Were any applications denied on the basis that the facilities were 
replacement facilities ? 

Mr Criarke. We have always considered that factor in passing on 
the applications from the very beginning. 

Mr. Puiarrncer. Has any application ever been denied on the 
grounds that this is a replacement mf ility ? 

Mr. Cxarke. Not in a freight-car category. It has been as far 
as certain other types of facilities are wcomaenatl. 

Mr. Praprrincer. In other words, the replacement factor is an im- 
portant factor in other tax- amortization programs, but it is not in 
the freight-car program, and you can explain why. 

Mr. CrarKe. I might say we don’t look upon it as a replacement. 
It is an offset for retirements. 

Mr. Motitonan. What is the difference? That is a finely drawn 
distinction. 

Mr. Ciarke. Well, it might be considered to be very similar, but we 
do think there is a difference. 

Mr. Motionan. What is the difference between replacing a car 
that is worn out and offsetting one that is being retired ? 

Mr. Criarke. I might say t that 1 in using the word “replacement,” we 
think in terms of replacing of a facility ‘that still has life left in it. 

Mr. Motitonan. That is a fine play on language, but the end result 
of what you are doing is exchanging one unit for another, aren’t you ? 

Mr. Ciarke. No; a retired car is one that has no use left in it. It 
is dissipated. It is gone. 

Mr. Motionan. But for all intents and purposes, you are losing the 
use of the unit; you are taking it out of use. 

Mr. Ciarke. But it goes out of use anyway, regardless of any tax 
amortization program, when it has outlived its usefulness. 

Mr. Piarrncer. Wouldn’t you have to replace it anyway if business 
needs warrant it? 

Mr. Ciarke. Not necessarily, no; if the business warrants it, surely, 
yes. 
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Mr. Puapincer. Isn’t that the essence of a replacement that you 
dispose of something and then replace it with something else in order 
to meet your business needs? I mean, there may be a time when the 
freight car just becomes uneconomical for you to keep repairing 
because it gets tied up in the shop. 

Mr. CuiarKke. Yes; that is what happens. 

Mr. Piapinecer. By tax amortization for the so-called replacement, 
you are not necessarily expanding your freight car capacity at all. 
This gets back to the point that Mr. Mollohan is m: king. It is kind 
of a semantic difference. 

Mr. Cuarke. Well, it is a use of words. 

Mr. Motionan. We consider a thing worn out when it is no longer 
economical to maintain and repair it. 

Mr. Ciarke. Yes, at that time it is due for retirement. 

Mr. Motionan. I am a little confused, but I think I understand you. 

Mr. Ciarke. Maybe I can explain it this way: It seems to me when 
you replace something, you are substituting one useable thing for 
another useable thing. 

Mr. Motionan. That isn’t my interpretation. 

Mr. Piapincer. In industry it doesn’t work that way. Usually you 
replace something when it is worn out and business needs dictate 
that you need another one of the same or similar type. 

Mr. Crarke. The cars that are being retired have outlived their 
usefulness. 

Mr. Homer. Isn’t there a a point there, too: Here is what has come 
up in the discussions a number of times. The fact of the matter is 
you have to replace an element in a flour mill; you have to replace 
that element or the flour mill is no longer a flour mill. It just does 
not work. That is not true with freight cars and never has been 
true. Freight cars are not ordered on the basis of the fact that some 
freight cars are retired. Freight cars are ordered on the basis of 
necessity for those cars at that time, and they are not in effect re- 
placements; they are elements that are brought in to take care of 
the business at hand, and if that business at hand dropped clear 
down to zero, you would have no need of replacement or anything of 
the kind. You would still have a functioning railway plant, a fune- 
tioning railway system. 

Mr. Motionan. That argument would have no place here, Mr. 
Homer. I think you have established to your own satisfaction that 
you need 436,000 units and 194,000 are expansion of present facilities. 

Mr. Homer. I agree I am too vigorous in what I am saying. Actu- 
ally, I am trying to say when this thing was explained in these dis- 
cussions, we said we didn’t want to use the word “replacement.” The 
reason they didn’t want to use the word “replacement” was because in 
effect they don’t have to replace one car for another. That is what it 
amounts to. 

Mr. Mottowan. You have to replace the transportation ability. 

Mr. Homer. Capacity; that is correct. 

Mr. Motxonan. I think all this, as I said awhile ago, is a fine play 
on language and words. 

Mr. Meaper. If I get anything out of this, it means that you can 
perfectly well have a dwindling capacity if there is no demand for 
ths at capacity. 

Mr. Homer. That is what happens. 
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Mr. Meaper. And without this program, you are saying to us that 
since the demand was not as great upon the railroads for freight cars 
at the time they were retiring these useless cars, they would not have 
reordered for their own purposes, and the only reason they did reorder 
new cars is because your tax amortization program was an incentive 
and increased the capacity beyond what its present demand would 
justify for business purposes. 

Mr. CuarKe. T'.at is the point. 

Mr. Motnonan. When they have determined by continuing studies 
you may be almost in a position to say that your demand is “actually 
194,000 in excess of those that are expected to be retired. 

Mr. Ciarke. That is for mobilization purposes, not for peacetime 
needs. 

Mr. Dawson. That is the only reason why you would grant them 
these certificates of amortization; isn’t it? 

Mr. Ciarke. That is right. 

Mr. Mottonan. That is the foundation of this whole program. 

Mr. Ciarke. Without the program we believe the fleet would be 
much lower than it is right now. It would be further away from the 
needs for mobilization purposes. 

Mr. Dawson. That wasn’t the experience before you had the pro- 
gram. The railroads must meet competition among themselves, 
mustn’t they, if they are going to do business? If old cars wear out, 
they must get new cars norm: ally in the course of their business ; mustn't 
they ? 

Mr. Cuarke. Yes. 

Mr. Dawson. That happened before your amortization program, 
and your program didn’t produce any more cars. How do you explain 
that ? 

Mr. Cuarke. There are a number of reasons why it hasn’t accom- 
plished more than we hoped for. In the first place, during the period 
of the tax amortization program, the last 5 years, the retirements neces- 
sarily had to be very heavy because there was a big building program 
in the early 1920's, 1922, 1923, 1924, and 1925. Those cars had reached 
the end of their life just during the past 5 years. 

Mr. Dawson. I think the fact shows, does it not, the period from 
1945 to 1949, before this tax amortization program, the railroads built 
more new cars to replace the old than have been built since then under 
your program, getting the benefits that you have given them? 

Mr. CLarke. The freight car fleet was higher at that time, sir, but 
it was due primarily to the fact that retirements were lower. 

Mr. Motbouan. Wait a minute. What did you say? Retirements 
during that period amounted to 348,000 units. 

Mr. CLARKE, No, 

Mr. Motnonan. You have retirements, Mr. Clarke, for 348,000 
units and newly constructed units of 330,000 during that period 1945 
to 1949, or a net loss of 17,893, and during the per iod that Mr. Dawson 
spoke of, when you had the tax amortization program, we have only 
about 297,000 constructed and about 315.000 retired, or approximately 
31,000 more retirements. So there is almost twice as great a deficit 
in the last 5-year period than in the previous 5-year period. 

Mr. Ciarke. And the only explanation I can make for that. Mr. 
Mollohan, is the fact that the volume of business that was available 

to the carriers was less. 
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Mr. Motionan. All right, let’s talk about that fora moment. The 
volume of business here during this period amounts to 206,675,000 
carloadings. Carloadings for the period 1950 to 1954 would amount 
to 189 million, slightly less. Then we talk about ability to buy and 
net incomes, and the truth of it, according to the analysis we have 
before us, the net income of the railways has increased from 75 to 100 
percent during those 2 periods. While it is true that the average 

capacity of the cars has increased approximately 2 percent 

Mr. CLarKe. More than that. 

Mr. Montouan. Well, the information we have before us here from 
the Interstate Commerce Commission is that the average capacity of 
the car that was used in 1949 was 51.95 tons and the average capacity 
is now 53.83 tons. I am talking about tons. 

Mr. CLarke. Our calculating is closer to 3 percent, but that is a very 
simple matter. 

Mr. Motionan. It is actually a 4-percent increase. A 2-ton in- 
crease would be approximately 4 percent for each car instead of 3 

Mr. Homer. One of the difficulties here, you have been using 1949 
as the concluding period before the tax amortization. We have used 
1950 in that case because your program actually didn’t go into effect, 
we didn’t certify any fre ight cars until December of 1950. 

Mr. Cuarxe. As T attempted to point out—— 

Mrs. Grirrirns. That would make the situation worse. 

Mr. CuarKe. As I attempted to point out in my statement, at the 
beginning of the tax amortization program in 1950 and 1951, through 
the Korean war, when the railroads wanted to take advantage of this 
program there was a shortage of material. The program was cur- 
tailed by that. 

Then by the time materials became available, the financial ability 
had decreased. 

Mr. Dawson. The financial ability of the railroads / 

Mr. CuarKE. Yes. 

Mr. Dawson. They have been making more money since 1950 than 
they ever made before. Their earnings weren't less and they haven't 
been building any new cars. They have been letting you build them 
for them. They haven't replaced the cars that they retired, and 
this is supposed to give them a facility needed for defense, which they 
would not otherwise use in their business, but it is not working out 
that way in the case of freight cars. 

Mr. Homer. That is correct, Mr. Dawson, but on your statement of 
what we are doing. The Federal Government in the long run, if the 
tax rates stay approximately the same, if the earnings stay approxi- 
mately the same, wouldn’t lose anything on this. 

Mr. Dawson. If the tax rates are lower, then there is a windfall for 
somebody. 

Mr. Homer. If the tax rates are higher, they are worse off. 

Mr. Piaprncer. And to the extent that there is a tax sav ings during 
the first 5 years of amortization, you have in effect what is an interest- 
free loan, of course. 

Mr. Homer. In effect, it isa loan without interest. 

Mr. Mottonan. Did I understand you, Mr. Clarke, to say at the 
beginning of the program there was great enthusiasm for it ? 


Mr. CL: ARKE. Yes. 
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Mr. Motitonan. And there was a very great desire on the part of 
the railroads to construct ? 

Mr. Crarke. Correct. 

Mr. Motionan. But they could not construct because the materials 
needed were on an allocated basis and they could receive them only in 
limited quantities and could not build as many as they wanted to? 

Mr. Ciarke. That is what happened. 

Mr. Motitonan. And since then they haven’t gotten back in the 
mood, you might say ? 

Mr. Cuarke. Their carloadings have fallen off. The immediate 
need for those cars isn’t as great as it was, and to build cars over and 
above their current needs, the incentive hasn’t been strong enough to 
do that. 

Mr. Mouionan. Mr. Clarke, did the period of allocation include 
these dates, January 1 in 1951 to July 30,1952? That was the period 
when we had allocated materials, wasn’t it ? 

Mr. CLarke. Yes, sir. 

Mr. Motitonan. Don’t you think it is interesting to note that from 
the period of January 1, 1951, to June 30 of 1951, we constructed 
86.899 cars under certificates of nec essity, and the total value of the 
certificates of necessity was $445,581,708, and then for the next fiscal 
year July 1 of 1951, to June 30 of 1952, we constructed 159,905 cars, 
with a total expenditure or total authorization of $26,351,970. Then 
the following year we dropped to 36,000, and that is the period during 
which we were allocating materials, when materials were short, but 
then the next year we dropped to only 36,655 cars, and the following 
year to 28,484 cars, and then in the year just ended, June 30 of 1! 55, 
we dropped to 18,575 cars. If somebody would reconcile that w ith 
what you say—— 

Mr. Crarke. In 1951-52 the first year you mentioned, we requested 
materials for 247,000 cars, but materials were allocated only in suf- 
ficient quantity for 159,000 cars for the 2 years 1951 and 1952. 

Mr. Motionan. That is not right, according to our information, 
which comes from the Interstate Commerce Commission. In that 
2-year period you constructed about two-hundred-and-forty-thousand- 
odd cars. 

Incidentally, these figures came from the. Defense ‘Transport. Ad- 
ministration—correct that—instead of the Interstate Commerce Com- 
mission. 

Mr. Puapincer. This is one of the exhibits that you people fur- 
nished us, Mr. Homer. 

Mr. Homer. On allocations. 

Mr. Piapincer. These certificates of necessity. 

Mr. Homer. That is quit different. We issued certificates covering 
at times as many as 120,000 cars on order that they couldn’t get steel 
to build. You would have quite a different figure there from the 
ones that were actually produced. 

Mr. Prarrncer. I thought you mentioned that the difficulties in 
connection with controlled materials resulted in the railroad losing 
interest in ordering cars. Here in the year and a half you have 234, 000 

cars, in the period followi ing, from 1952 to 1953 you have 36,000, and 
in the period 1953 to 1954, 28,000; and the period from 1954, just 
ended, to June 30, 1955, you have 28,555. Is that an indication of the 
interest of the railroads? 
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Mr. Homer. The demands of the railroads were pretty high when 
the allocations might have been available and were not. 

Mr. Puarincer. Doesn’t this hit at the heart of the program? Isn’t 
the evidence really that when business was good the railroads bought 
‘ars and when business was not good the railroads didn’t buy cars? 

Mr. Criarke. Absolutely. 

Mr. Piarincer. Doesn’t that strike at the very basis of the weakness 
in this entire program in that when business is good the railroads 
will buy cars, but apparently not enough to meet this defense poten- 
tial, and it looks like the tax-amortization program is not the answer 
to achieve the defense potential. 

Mr. Ciarke. The tax-amortization program has not succeeded 
doing everything we hoped it would do. Tlowever, we do believe it 
has produced cars that would not otherwise have been built. 

Mr. Piapinger. Comparing the two periods from 1945 to 1949 and 
1950 to 1954, you have a period without any tax amortization in the 
earlier period, where the railroads built 330,000 cars and retired only 
17,000. In the same period—— 

Mr. Meaper. Wait a minute. Don’t your figures show they retired 
more ¢ 

Mr. Puarrncer. They retired 340,000. I am talking about a net 
decrease of 17,000 cars. In the 5-year period subsequent to 1950 
through 1954, you have 170,000 new cars installed, 314,000 retired, 
and a net increase of virtually the same, 16,000 to 17,000. 

Mr. Meaper. Decrease. 

Mr. Piaprncer. Excuse me, decrease. That would indicate to me 
at least there is something deficient in the tax-amortization program. 
it has not in fact prov ided the incentive, and this is the period, mind 
you, where the net income of the railroads has totaled $3,925 million, 
whereas in the earlier period it only totaled $2,441 million, approx- 
imately. 

Mr. Meaper. Mr. Plapinger, don’t you have to lay alongside of that 
the car loadings? There were over 40 million during that period, 
except for 1949 when they dropped to 35 million. 

Mr. Piapincer. Except the total is 206 million in the earlier period 
(1945 through 1949) and 189 deducting the 17 million from 1950 
through 1954. But you have this inordinate increase in net income 
and nothing appreciable by way of freight-car construction, cer- 
tainly not to meet the demands of the defense potential. 

Mr. Cuarke. All I can say in answer to your statement, sir, is that 
while it hasn’t produced as many cars as we had hoped for, we do 
firmly believe that without the program we would have even fewer 

vars than we have today. 

Mr. Piapineer. Despite the experience in the earlier period. 

Mr. Dawson. What do you base that on? That wasn’t the experi 
ence of the railroads themselves over a period of years just preceding 
vour institution of this tax-amortization program. 

Mr. Crarke. Well, the answer rests upon several different factors 
For one thing, in competing for financing they have had to compete 
with other industries that did have tax amortization or tax deferrals 
during this latter period. In the earlier period to which you refer, 
the other industries with whom the “y were competing for financing 
didn’t have tax deferrals either. 
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Mr. Dawson. You are talking about this program to establish a cer- 


tain number of cars for defense use. You needed them. Those cars 


have not been forthcoming. Why, in your judgment ? 

Mr. Ciarke. While it has been some incentive, it hasn’t been a suf- 
ficient incentive to meet the accomplishment of the goal. 

Mr. Meaper. May I ask a question? I was going to ask, Mr. Clarke, 

can you tell how many cars the railroads would have ordered if there 
had been no tax amortization during this period ? 

Mr. Criarke. That would be impossible to answer, sir. All we can 
do is speculate, but we think they would have ordered fewer cars, be- 

cause they could have gotten by with fewer. 

Mr. Mraper. They would have ordered some. 

Mr. Crarke. Certainly. 

Mr. Mraper. That is clear, in the 5-year period. Can't you make, 
because of your familiarity with the subject, an estimate that they 
would have bought half as many cars or one-third as many cars with- 
out this program / 

Mr. Crarke. That would be pure conjecture. 

Mr. Dawson. But we do know this, Mr. Clarke, without this pro- 
gram, over a number of years they built more cars than they have 
built since they had it. You can take what was done in the past cer- 
tainly as a fact accomplished, and that is a factor from which you can 
reason what they would have continued to do. They would neces- 
sarily have had to build some because of competition in order to live. 
But since they got this program, they haven’t been building as many, 
and vet their earnings have been increasing. 

We are in no better position now, and we are not in as good a posi- 
tion to protect ourselves if mobilization becomes necessary as we would 
have been 4 years ago. We had more cars then than we have now. 
They were building ce: ars faster just in competition with each other. 

Now, those are facts, it seems to me, you can’t get away from. You 
don’t have to guess about it. They did it. 

Mr. Mreaper. Mr. Clarke, do you know of any estimates made by 
railroad executives as to what their rate of purchase of new cars would 
have been without this program / 

Mr. CLarker. Not to my knowledge, sir. 

Mr. Mraper. You don’t recall reading anything in any of the trade 
journals or in any speeches made by railroad people ? 

Mr. Cuarke. I do recall a number of railroad executives have made 
the statement that the cars they did order under the tax-amortization 
program they would not have ordered if it hadn’t been for the tax- 
amortization program. That statement has been frequently made. 

Mr. Mreaper. Apparently the problem here is whether or not the 
amortization program has accelerated the construction of freight cars 
for defense purposes or whether it has not, and the question seems 
to be in this nebulous area of how much the railroads would have 
built without the program. 

Mr. Cuarke. Unfortunately, we don’t have a measuring stick. 

Mr. Meaper. Is there any way we can get any light on that question / 

Mr. Crarxe. I don’t believe there is. We certainly don’t have any- 
thing to throw any light on it for you. We can tell you, however, 
that the overall condition of the car fleet has been improved by this 
tax amortization program. While the number of cars may not be 
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substantially different than at the beginning of the program, the 
cars are better cars, being new ones, than the ones that you had. 

Mr. Dawson. But they would have had to build some cars in the 
progress of their business. 

Mr. Ciarke. Certainly. 

Mr. Dawson. And when they didn’t have tax amortization, they 
were building more cars than since they have had it. Certainly they 
would have built some cars in the absence of the program. 

Mr. Meaper. Just to follow my line of questioning one step further, 
how many freight cars were on order at the time your amortization 
program took effect / 

Mr. CuLarKe. Just a moment. We don't have that figure with us, 
but we will be glad to furnish it for the record. 

(The information is as follows :) 


Cars on order, class I railroads 


tS | as —— | Vo) ee eS ae . : 67,138 
GU Ten UM a ra __ 12,861) Jan. 1, 1954 ‘ 29, S10 
Jun f, IGOL<....- eacucasc- LUG, 1t41 Jan. 1, 1906 ss 15, OBS 
Jam. 3, 1682) ______ 104, 831 | June 30, 1955 fi 17, 572 


Mr. Meaper. That would serve as somewhat of an indication of 
a normal demand for new freight cars without this artificial stimu- 
lation, wouldn’t it ? 

Mr. CLARKE. We don’t have that figure. I am sorry we don’t have 
it with us. We do know that almost instantaneously as soon as the 
program was put into effect the orders jumped drastically. 

Mr. Meaper. Of course, there was a period when we were antici- 
pating increased industrial activity because of the Korean conflict. 

Mr. CLARKE. Yes, sir. 

Mr. Meaper. And that might have stimulated the purchase of cars 
as well as your amortization program. 

Mr. Cuarke. I am sure that was a contributing factor. 

Mr. Motionan. Mr. Meader, I may be able to help to some extent. 
This program did not come into effect until December of 1950, but 
the program was made retroactive to January 1, 1950. So the 17,000 

cars conriene ted 3 in 1950 would have been ordered certainly through- 
out that year. So that would answer your question. The program 
did not go cai effect until December of 1950, although they made 
it retroactive and let the tax certificates cover all of those constructed 
during that year. 

Mr. YounGer. There may have been far more than that on order 
because that was the year they couldn’t get material. That was the 
actual number built. There may have been far more than that on 
order and they couldn’t get the allocation of material during that 
year. So that figure wouldn't necessar ily —— 

Mr. Moiionan. Not necessarily, no; but it is indicative of the 
interest. 

Mr. Clarke, a minute ago you said that one of the difficulties the 
railroads were experiencing was in competing for financing with other 
industries that did have tax amortization available to them; what one 
concludes from that statement was that Defense Transport, ODM, 
and the Government have moved in to give to the railroads interest- 
free financing for their construction program. Is that not what in 
the final analysis it would amount to? 
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Mr. CuarKke. No; I wouldn’t draw that conclusion. 

Mr. Motitonan. What else would it amount to then? You have 
just told us that one of the most important factors and effects of the 
program was that it moved in and eased their financing situation. 

Mr. CuarKe. I must have been misunderstood. What I meant to 
say was so long as other industries had tax amortization or do have 
it, so long as any other industry has it, we believe that the railroads 
have to have it, too, because they can’t obtain their financing in com- 
petition with another industry that has tax amortization unless they 
have it. 

Mr. Morttonan. Well, now, I don’t quite agree with Mr. Meader’s 
statement a moment ago as to our concern and interest here. Per- 
sonally, I am very much i in sympathy with the concept of a tax-amor- 
tization program. I think it is a wonderful thing, and it is very 
helpful and constructive, but my position in this is that the tax- 
amortization program, w hich was or iginally intended by the Congress 
to be used to extend and expand our defense facilities, has not served 
that purpose here. All we have tried to do is maintain the line, you 
might say, and it has been used by the railroads just to maintain 
current transportation facilities and we haven’t expanded. 

I think it is admitted on the basis of your own statement we granted 
tax amortization to construct 310,000 units and that is 31,000 less 
than the units that were retired. 

Mr. Cuiarke. Very true. 

Mr. Motionan. Now, on the surface that would suggest beyond 
question that all we have done—in fact, we haven’t quite done that— 
is to maintain present transportation ability. 

Mr. Ciarke. Even if we have done that through the tax-amortiza- 
tion program, I believe that it has been worthwhile, because other- 
wise 

Mrs. Grirrirus. That is not what the program is for 

Mr. Crarke. If it hadn’t been for the tax-amortization program, we 
would have been even further away from our needs for mobilization 
purposes, because those retirements were bound to come. They were 
inevitable. 

Mr. Motionan. Your position is that replacement is a part of the 
program as well? 

Mr. Ciarke. If you choose to use that term, Mr. Chairman; yes, sir. 

Mr. Dawson. That is not the purpose of the program. That wasn’t 
the purpose Congress intended for the program. It was for defense 
needs and not for replacements. 

Mr. Meaper. Mr. Chairman, could I ask a question ? 

Mr. Mottonan. Yes. 

Mr. Meaper. Mr. Clarke, I assume that you have a background 
in railroad work, so you are familiar with the practices. 

Mr. Crarke. I have a background in regulation, but I have never 
been employed by a railroad. 

Mr. Meaper. Now, isn’t it the practice of the railroads to make 
statements either to their stockholders or perhaps to financing agencies 
about their future plans? 

Mr. CuarKke. Yes, sir. 

Mr. Meaprr. I mean, what their expansion program may be and 
trackage and locomotives and freight cars. Wouldn’t there be avail- 
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able to you statements made by railroad officials prior to the inaugura- 
tion of this program, what they planned to do for the coming year; 
particularly, perhaps in view of the Korean conflict, that they planned 
to order so many cars and so many locomotives to handle what they 
anticipated would be stepped-up business ? 

Mr. Ciarke. Yes, those statements are available to us. 

Mr. Meaper. In what form would they appear? 

Mr. Cuarke. In a number of forms but in annual reports of the 

various railroads would be one place where you would find such in- 
formation. There would be statements made by their association 
officials, and a number of other publications. 

Mr. Meaper. Have you in Defense Transport Administration made 
any study of those statements by railroad officials in their official 
reports? 

Mr. Ciarke. I haven’t personally but staff members have. All of 
those statements have been analyzed and taken into consideration. 

Mr. Meaper. Can’t we get some kind of an idea from those state- 
ments made by railroad officials themselves prior to the inauguration 
of this program what their expansion or acquisition of new cars would 
be, at least for the first year ? 

Mr. Cuarke. Yes, I believe you should call some official of the Asso- 
ciation of American Railroads. He might very well be able to give 
you that information as to how many cars they contemplated acquir- 
ing before the program was instituted and how many cars they did 
acquire as a result of the program. 

Mr. Meaper. Well, now, am I to understand in your shop you do not 
have any such figures? You don’t have any analysis of the forecasts 
they made ee a 

Mr. CrarKe. I don’t believe we have it the way vou want it, Mr. 
Meader. Those statements have been considered all along, but we 
haven’t put them in a published form. There is not a single state- 
ment, if that is what you want. 

Mr. Meaper. In other words, what I am getting at, and I don’t think 
we are in any particular disagreement here in the committee, is that 
those cars which would have been ordered anyhow by the railroads 
for their normal business needs, whether they were stepped up because 
of the Korean conflict or not, should be a cutoff point and beyond that, 
to stimulate additional orders of cars which would not have been 
ordered without this artificial stimulation, it would have been appro- 
priate to use your certificates-of-necessity program, your amortization 
program. 

The difficulty, as I see it, in our discussion today and yesterday is 
that we can’t find out how many cars the railroads would have ordered 
without this tax-amortization incentive, and I am trying to get at 
something concrete, rather than just somebody making an educated 
guess or uneducated guess as to what the program would have been 
under some imaginary circumstances which just don’t exist, and it 
seems to me that the number of freight cars they had on order before 
this program took effect and the plans stated by responsible railroad 
executives prior to the inauguration of the program are the most con- 
crete and reliable indications we.can get of what would have been 
ordered aside from the program. Then we might be able to say with 
some certainty that the program did or did not improve our freight- 
car fleet and by how much it improved it. 
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Mr. CLarke. Yes, that would help clarify the situation, and we 
would be glad to see What material we have. While that Was 5 years 
ago, certainly we may have something in our files that would be help- 
ful to you. 

Mr. Meaper. Maybe I shouldn't say this, Mr. Chairman, but. it 
“eems to me that is the kind of inquiry that the Defense Transport 
Administration ought to have made on its own initiative before ree- 
ommending the amortization program. 

Mr. Dawson. Could ] ask a question of Mr. Clarke? On page 7 
of your statement. you say the latest completed Survey covered by a 
report dated May 29, 1955, was made by the Freight Car Section of the 
Oflice of Defense Mobilization Consultants Committee on Freight Car 
Equipment. Is that the Conway report ? 

Mr. Ciarke. Yes, sir, 

Mr. Dawson. Have we got copies of the ( ‘onWay report 2 

Mr. PLapincer. We have no copies, 

Mr. Motnonan, It hasn’t been oflicially reported as yet. 

Mr. Homer. We do not have copies available. We have been given 
| or 2 copies, and that js all we have, 

Mr. Dawson. You will give us copies ? 

Mr. Motonan. Yes. Dr. Flemming said they would, 

Mr. Homer. The Office of Defense Mobilization js responsible for 
that, and they will release it. 

Mr. Motionan. He assured us yesterday it would be available to us, 

Mr. Younger. Mr. ( ‘hairman, to me these Statistics here aren’t com. 
plete because a railroad builds more than just flatears or boxcars, and 
they have been granted amortization for passenger cars and diesel 
engines and all of the other equipment of the railroad. Until you 
find out how much other equipment was built by the railroads during 
that period, the figures are not complete. The freight cars are no 
good unless they have the diesel engines that go with them and the 
other equipment needed to operate, [t looks to me like this study 
should be brought up and we should have the information on the num- 
ber of passenger cars that they built. As you know, the railroads 
have practically built complete new trains for passenger tratftic. 

Mr. Dawson: Congressman, hasn't that been done though to meet 
competition of other roads ? 

Mr. Younerr. Sure. 

Mr. Dawson, Those things were done in the normal course of their 
business. It should not have been done under this program for 
defense purposes because we are not going out in helping one compete 
with the other in the natural course of things. 

Mr. Youncer. I am just getting at the deductions that are drawn 
here. For instance, you have the net income and you make compari- 
son here to freight-car loadings with net income. As | interpret it, 
het income is the net income of the railroad from all sources, 

Mr. Dawson, | would like to look into those diesel engines being 
built there. 

Mr. Youncrr. Some make more out of their oil wells than they do 
out of transportation, and that is all in the income here and hasn’t 
anything to do with the freight cars. 
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There is one other question that I would like to have some infor- 
mation on. Some statistician ought to work out as to whether there 
is a point in connection with gross earnings that it is more advan- 
tageous to ti ake your amortization up to a certs un point in connection 
with new construction. It may leave a better net earning position 
than if you go beyond that, and I am not so sure but what probably 
the statisticians for the railroads have worked out the maximum ad- 
vantage that can possibly be taken by the amortization in connection 
with net earnings in relationship to gross earnings. 

Now, whether that is true or not, I don’t know, but that is the only 
incentive that I can see that would prompt a railroad not to build. 

Mr. Dawson. We ought to inspect the record of dividends paid 
during this period of amortization when the railroads were so poor 
that they couldn’t build even to replace their own. They have been 
making more money, and I would like to know what payments were 
made to the owners and whether or not we may be justified in asking if 
those payments were from money they would have used in the normal 
course of their business. They are now dispensing it in the form 
of stock dividends. 

Mr. Youncer. Well, Mr. Chairman, if you go back to the figures in 
1948, the year they built the greatest number of cars on their own, 
which was the year in that whole period where they had the greatest 
earnings— 

Mr. Dawson. They ought to keep that up then. 

Mr. Youncer. I don’t think this earnings statement has any rela 
tionship. In that same year they had freight-car loadings of only 
12 million, Now, the previous year they had 44 million, and they 
only had net earnings of $500 million as against $714 million, with 
2 million less freight-car loadings in that year, which doesn’t make 
sense if you figure that the earnings are only from freight-car load- 
ings, but they are not. 

Mr. Dawson. I agree that a lot of things don’t make sense. 

Mr. Mottonan. I think, Mr Younger, that in railroad operation 
they do not expect to make a profit from passenger service, generally 
speaking; isn’t that true / 

Mr. Crarke. They certainly don’t. They have a deficit of about 
$600 million a year. 

Mr. Motntonan. Any increase of profits in 1 year over the other 
must be accepted as having come from freight. 

Mr. Youncer. The railroads, as you know—for instance, the Santa 
Fe has probably made as much net earnings out of their oil wells 
as they have on traffic, and the railroads of the Northwest with their 
timber and land sales, which all goes into the picture somewhere. 

Mr. Motironan. Well, from the transportation angle, though, it 
must come from freight. 

Mr. Youncer. I know, but I have here their net earnings from 
their entire operation. It isn’t only freight. That is my point. 
You can’t draw a conclusion necessarily from these figures, because 
other factors are in there. 

Mr. Meaper. Mr. Chairman, might I ask one more question? Mr. 
Clarke, what is the lead time on construction of freight cars? 

Mr. Ciarkr. At the present time, I think it is—just a moment, 
let me check that—90 days’ lead time. 
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Mr. Dawson. Just for your information, we have the figures here 
on the earnings, if you will read them for the period that we have 
been discussing. 

Mr. Jounson. We have them for individual roads. 

Now, here is one. New York Central for 1945 and for each year 
additional, it would be, I believe, $1.50—yes, this is the dividend paid 
on common stock. In 1946 it was $1; in 1947 it was none; 1948 was 
none; 1949 was 50 cents; 1950 was $1; 1951 was none; 1952 was 50 
cents; 1953 was $1: and 1954 was 50 cents. I believe the estimated 
one is for $1 for 1955. 

Now, on the Southern you get a different set of figures. Again, 
starting with 1945, $3; 1946, $3; 1947, $3; 1948, $3.25; 1949, $4: 1950, 
$3; 1951, $4; 1952, $4; 1953, $3.75; 1954, $3.50. 

Now, for the record we could place the rest of them in. 

Mr. Piaprncer. Incidentally, Mr. Clarke, are the railroads required 
in their net-income figures in keeping their books, to take into con- 
sideration the tax amortizable amount, or do they keep their books on 
the basis of straight-line depreciation ? 

Mr. Crarxe. I would have to look into that information. 

Mr. Piarrncer. I asked you that because it was our understanding 
the Interstate Commerce Commission required them to keep their 
books on a straight-line depreciation basis rather than as they do for 
tax purposes when they take the rapid tax amortization writeoff. 

Mr. Crarke. That is correct. In other words, as far as reporting 
to the Interstate Commerce Commission is concerned, the existence 
of the tax amortization program doesn’t show, of course. 

Mr. Puiapincer. Of course, it shows in a net. increase in their cash 
balance. 

Mr. Mraper. And it is not taken into account in any ratemaking 
procedure ¢ 

Mr. Cuarxe. No, sir; it is not. 

Mr. Piaprncer. Mr. Clarke, in talking about the setting of the per- 
centage, you stated in your opening statement on the bottom of page 4: 

It was generally conceded in order to get new freight cars over and above 
the normal needs it would have been necessary to amortize such cars at 100 
percent, and under such a policy it would have been necessary to establish 
normal ownership for each individual applicant. The applicant then would have 
been advised that no amortization would have been allowed for those cars 
required to Maintain its normal ownership, and that 100-percent amortization 
would be allowed for additional acquisitions. This would have permitted 1 
or 2 large roads to maintain their normal ownership and receive 100-percent 
amortization on additional acquisitions. All other roads might then aban- 
don freight-car programs. 

In looking at this uniform percentage that was set for the acquisition of all 
freight cars, it seemed to us that it might be more advantageous to take it on 
an individual basis. 

I somehow don’t get the sense of what you stated here. Will 
you please amplify / 

Mr. Criarke. Yes, because all of the freight cars are put into what 
can be best described as a national freight-car pool, it doesn’t seem 
particularly important what individual road owns an individual car. 
It is available to the railroad industry, and it may see very little 
service on its home road. That made it impractical to look at the 
railroads as individuals companies. 

Mr. Praprncer. When you speak of 1 or 2 large roads, how many 
class I railroads are there in the country ? 
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Mr. Ciarke. Around 130. 

Mr. Puiarincer. There are that many / 

Mr. Ciarke. Yes. 

Mr. Piapincer. Would it be more practical possibly to base it on 
an average age of cars? 

Mr. Crarke. I don’t believe 1 understand the purport of your 
question. 

Mr. Praprneer. I am just trying to arrive at a more equitable 
plan for deciding when you would apply the tax-amortization 
percentage. 

Mr. Cxiarke. Well, I imagine that was taken into considera- 
tion at the beginning when the program was set up. You under- 
stand that was about 4 years before I became connected with it, but I 
assume that they considered that as a possibility but found it would 
be less practical fees the method finally adopted. 

Mr. Piapincer. Do you know w hether any of these suggested varia 
tions were discussed with the Association of American Railroads? 

Mr. CrarKe. No; I do not know. 

Mr. Piarrncer. We would appreciate it if you would get that 
information. 

Mr. Ciarke. Just a moment. I am advised that the whole subject 
was discussed generally and with particularity with representatives 
of the railroad ‘industry and the Association of American Railroads. 

Mr. Piapincer. Do you know what their position on these varia- 
tions was? That is what I am primarily interested in. 

Mr. Cxiarke. No; I don’t. 

Mr. Puaprncer. Do you think that Mr. Stubbs might know? 

Mr. Cuiarke. I believe he would; yes. We can find somebody that 
would know. 

Mr. Puiaptncer. Now, im arriving at this figure of 85 percent, I 
believe the section 168, formerly 124 (a), states that—subsection (e) : 

In determining the adjusted basis of any emergency facility, there shall 
be included only so much of the amount of the adjusted basis of the facility 
computed without regard to this section as is properly attributable to such 
construction, reconstruction, erection, installation, or acquisition after De- 
cember 31, 1941, as the certifying authority designated by the President by 
Executive order has certified as necessary to the interest of national defense 
during the emergency period. 


I call this latter phrase specifically to your attention— 


and only such portion of such amount as such authority has certified as 
attributable to defense purposes. 

Now, when you certify at 85 percent, or as you did earlier at 70 
or 80 percent, you are in effect saying th: at in the case of 85 percent 
the car will have a useful life : actually of only about 4 years after the 
5-year period. 

‘Mr. CrarKe. No, that isn’t what we mean to say. 

Mr. Pxarrncer. Or it will be used 85 percent for defense purposes, 
actually. 

Mr. Cuarke. We are saying that that factor has been taken into 
consideration. 

Mr. Puaprincer. Isn’t that the primary factor, though ? 

Mr. Cuarke. Yes, it is; the defense needs. 
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Mr. Piaprncer. Do you think that the 85 percent is attributable to 
the defense needs during the 5-year period? What I am getting at 
is this: Is the 85-percent figure a realistic figure? 

Mr. Criarke. I believe so. 

Mr. Puiapincer. Well, how do you arrive at this 85 percent? Could 
you amplify on that ? 

Mr. Crarke. In the first place, the percentage amount is fixed, as 
you know, by the Office of Defense Mobilization. 

Mr. Praprnces. It is on recommendation of DTA, is it not? 

Mr. CLarke. Yes. 

Mr. Piaprncer. Did they change the percentage that you people 
recommended ¢ 

Mr. Ciarke. We certainly didn’t recommend the reduction to 70 
percent. 

Mr. PLarrncer. That was across the board, I understand. 

Mr. Ciarke. We did recommend an increase to 85 percent, yes, 
and the recommendation was adopted. 

Mr. Piaprncer. What were the factors that went into that decision 
on the part of DTA? 

Mr. Crarke. Well, in a general way you might say that it was 
apparent that the program was lagging behind ‘with the 70- percent 
figure in use. It seemed probable that the program might be speeded 
up if the percentage was increased. That was the basis of our recom- 
mendation. Unfortunately it didn’t prove to be any great induce- 
ment over and above the old percentage. 

Mr. Piaprncer. Ina number of applications the railroads stated that 
the cars could not be considered as having economic utility after the 
5-year period for other than defense purposes. Do you place any 
particular credence on such a statement ? 

Mr. CLarKe. I would say that there are a few types of equipment 
where that might be true. It would be a judgment factor, perhaps. 
Some of the specialized types of equipment—tank cars, for instance— 
might have a life limited to 60 months or a 5-year period. 

Mr. Piaptncer. What type of tank car did you say, sir? 

Mr. Crarke. It depends on the type of a and am) the use 
you put it to. It is possible to wear out a boxcar, I imagine, in 5 years, 
depending on how hard it is run and how far in how long. 

Mr. Prarrncer. Has there been any evidence they have been wear- 
ing out in 5 years? 

Mr. Crarke. Not to my knowledge; no. 

Mr. Priapinoer. In reviewing the application file, it would seem 
that the railroads and the Government were playing kind of an 
academic hoodwinking game with one another. The railroads would 

say these cars are not reph wement, and the Government would say 
these are replacements in some part, but then we have taken that into 
consideration in establishing the uniform amortization facilities. 

We ran across one application where, I believe, the Southern Rail- 
way had a number of cars destroyed in a fire, and the cars were in- 
sured. The road said that they would not be replaced. The ODM 
examiner said that— 

Subject facilities replaced those which have been destroyed, according to the 
application. Applicant has received reimbursement for the value thereof, but 
will acquire subject facilities only if certification is granted for the reason they 
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are needed only for defense purposes. DTA makes a usual stereotype recom- 
mendation that replacement factor has been considered and the percentage recom- 
mended. There is no variation made in such percentage. This appears to be 
a clear case of replacement on the present record. 

I believe before you said that replacement was taken into con- 
sideration in establishing the 85 percent ? 

Mr. Cuarke. Yes. 

Mr. Piaprncer. Has there ever been any freight car application 
denied, to your knowledge, Mr. Clarke ¢ 

Mr. Cuarke. Yes, sir. Mr. Homer can tell you about the number 
of denials. 

Mr. Homer. I couldn’t tell you the number, but the only freight 
car applications that have been denied have been denied because of 
the element of second-hand cars being involved. 

Mr. PLapincer. You mean they were not new facilities? 

Mr. Homer. To my knowledge, I don’t know of any denials of new 

facilities. I presume you want this on the record. Actu: ally you are 

attacking this directive. We did not consider any of these statements 
from individual roads with regard to new freight cars. We were out 
to get new freight cars and the things we examined in their applica- 
tions was generally, is this a bonafide applicant? Will he actually 
get the freight cars, or is he fiddling around with an application and 
certificate? If we felt he was a bonafide applicant, we didn’t worry 
about the replacement, because that had been considered in the high 
level discussions originally, and we were told down at the processing 
level that that was the situation, and that we would certify new 
freight cars and try to get as many freight cars as possible into this 
national pool irrespective of which one of the roads wanted those cars 
or why. 

Mr. Mottonan. Mr. Homer, did the railroads understand it wasn’t 
necessary for this to be other than a replacement; they understood it 
could be a replacement ? 

Mr. Homer. I am sure they didn’t worry about replacements. 

Mr. Motitonan. That was no part of the application ? 

Mr. Homer. They knew of the studies that had taken place, and 
they knew when they did not adopt the things we mentioned in there, 
which would have been some sort of system which said you get no 
amortization unless you have over and above what is normal when 
we hit a compromise percentage. They understood that to be a per- 
centage to apply to all new freight cars. 

Mr. Motronan. They didn’t feel it nec essary to make a point of 
this not being a replacement; how do you reconcile that understanding 
with the statement you just made? As you know, the members of the 
staff have been down to your office and to the Interstate Commerce 
Commission making inquiry. 

I have before me here the staff report, which cites the fact that 100 
certificates involving six railroads were examined in the ODM files, 
and 40 of them were studied in detail. Here are some of the state- 
ments that were in them, representative in all of them. This state- 
ment was in all of them, or a similar statement : 

Cars covered by this application are not replacements. 


That is in the application identified as TA—106, C. & O., December 22, 
1950. 
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Another statement is: 

None of the cars covered by this application can properly be considered to be 
replacements. 

That is identified as TA-29141, C. & O., April 18, 1955. Now, on 
that you have the recommendation of the DTA, and I quote: 

The element of replacement has been given consideration in the percentage 
recommended. 

Mr. Homer. That is a standard phrase that was put in all of the 
freight car reports. 

Mr. Motionan. That was a standard phrase you put in. 

Mr. Homer. Yes. 

Mr. Motionan. Then there are other references. 

Mr. Homer. Those references with regard to none of these being 
considered replacements is in our report, the DTA report. 

Mr. Montonan. These are copies of the application. 

Mr. Homer. Well, I wouldn’t know how to explain that to you 
except that perhaps they had a new clerk working on applications 
the day those applications were filed. 

Mr. Mottonan. Must have been a lot of new clerks. 

Mr. Homer. I am sure a lot of railroad officials and some in the 
C&O were aware of the procedure that was being followed. 

Mr. Motionan. This one that I gave you was s dated December 22, 
1950. The second one was April 18, 1955. 

Here is another one, and I quote: 


The facilities are additions to applicant’s current supply. 


Mr. Homer. Maybe this will answer it. I am trying hard to an- 
swer it. 

Mr. Moxtuonan. I understand, sir. 

Mr. Homer. We never put out any directives or instructions to the 

‘ailroads that would cover this particular feature, but the railroads 
through the American Railroad Association and other people dealing 
with the railroads, generally, I would say—now, you may have a 
specific railroad where it was not known, you might have 3 or 4—— 

Mr. Mottonan. We have sampled 100 of them, i inv siting 6 of the 
larger railroads and most of them had this in it. 

Mr. Homer. That they were not replacements; that is because in 
the application prepared by ODM they have an inference that replace- 
ments will not be certified, so they have attempted to answer that 
inference. 

Mr. Dawson. That inference could have been drawn. 

Mr. Homer. The fact that that particular thing may have been 
a misrepresentation on the part of the road from our point of view 
wouldn’t have thrown it out if we felt they were actually going to get 
the cars. 

Mr. Mottonan. The first one I gave you was December of 1950, 
and the second December of 1955, and the third one was December of 
1952; December 29, 1953, identified as TA-26743, B. & O., and I quote: 

Facilities are additions to applicant’s car supply acquired to alleviate a serious- 
shortage in the availability of such facilities and to comply with the Association 
of American Railroads—— 

Mr. Homer. The individual applicant is looking at it from his point 
of view in that case, I would say, but we didn’t certify freight cars 








lo 
CO 


is! 
ta 
ti 
al 
ye 
ta 


amt 1» as a 2 fol 





» be 


on 


the 


ou 
ms 


he 


29 


md had 


he 
ds 
ng 


he 
in 


e- 
at 


on 
. Ww 


a aa 


atria 





STUDY OF THE TAX AMORTIZATION PROGRAM 61 


on the basis of the individual applicant as such. We were always 
looking at this national freight-car pool, and we were looking at a 
composite percentage when we made that certification. 

Mr. Moxtionan. Here is another one of the Southern Railway, 
TA-71355, dated May 5, 1952, and I quote again: 

The new 70-ton all-steel hopper-bottom coal cars are not replacements of ex 
isting facilities. The entire fleet of presently owned freight cars must be main- 
tained in service for national-defense purposes. The new cars represent addi- 
tional capacity urgently needed for defense purposes. Applicant’s freight cars 
are depreciated for Federal income-tax purposes on a life of approximately 20 
years. This would indicate an annual replacement of about 5 percent in order 
to maintain a constant balance of freight-car equipment. 

That is the Southern Railway, and we have the B. & O., the C. & O., 
the New York Central, which is substantially the same. It seems to 
me in reading from this that they had the understanding it was impor 
tant they emphi size their applications did not cover replacements. 

Mr. Homer. It may very well be true that a good many of them 
never were aware of our position. 

Mr. Moitionan. Now, Mr. Homer, let’s follow through on this 
thing a little bit, because you said it was generally understood with 
the railroads, and we are talking here about four of the largest rail- 
roads in this country, so none of these four understood it. If they 
felt it was necessary to emphasize the point that this was not a re 
placement, then I wonder whether or not the policy was understood 
by all of them. 

Mr. Homer. Mr. King can explain what those particular cars are 

Mr. Dawson. Identify yourself for the record, please. 

Mr. Kine. Homer King. 

Mr. Motxionan. What is your position, Mr. King / 

Mr. Kine. Consultant w ith the DTA. 

Mr. Dawson. What is your background of experience / 

Mr. Kine. I was the Deputy Administrator of the Defense Trans- 
port Administration throughout its entire existence. 

Mr. Motnonan. Go ahead, Mr. King. 

Mr. Kine. I had overall charge of this tax-amortization program. 

Mr. Gass of the American Association of Railroads just reminds 
me that those 70-ton cars were a new kind of car that were used to 
transport from Mobile to Birmingham. They were an entirely new 
car, and I think you will find that in the case of some of these others 
they say are not replacements, there was a similar background. They 
were some special type of equipment; wasn’t that right? I know we 
bought some large well cars. What was the capacity of those cars? 

Mr. Gass. About 4,000 pounds. 

Mr. Kine. They cost 40 or 50 thousand dollars. They were not re- 
placements. They were a new type of car developed for a particular 
purpose, so they would not be replacements. 

Mr. Dawson. Did they use them in their business? 

Mr. Kine. Oh, yes; and they were used by the railroads generally. 
They rented them out. 

Mr. Dawson. Didn’t they then take the place of some old equip- 
ment that they used in their business? 

Mr. Krve. I doubt that on these particular type cars. 

Mr. Dawson. Wouldn’t you say that from the uniformity of that 
statement in every application made by the railroads for these bene- 











§2 STUDY OF THE TAX AMORTIZATION PROGRAM 


fits, that it was based upon the legal opinion given the railroads that 
in order to comply with the law they should state that in making 
their applications / 

Mr. Kine. I wouldn’t know. 

Mr. Motionan. Mr. King, I think it is important for you to know, 
possibly all of us, that the staff member that made this investigation at 
the Defense Transport Administration tells me that with this refer- 
ence to the Southern Railway, this statement or a similar statement 
was mimeographed and attached to all of their applications, not just 
to this 70-ton car. 

While your explanation may be fitting and proper and applied 
definitely in this case, it was a general statement that they apparently 
attached to all their applications. 

Mr. Homer. Right or wrong, insofar as the processing of the appli- 
cations were concerned, those mimeographed statements were pretty 
much ignored. 

Mr. Motrouan. Well, I think that is probably true, but the impor- 
tant thing to me, and I think the committee, is that the railroads 
must have had the understanding and positive feeling it would be 
persuasive, if not mandatory, that their applications contain a ref- 
erence to replacement or it would be disapproved. 

Mr. Homer. I suspect a good many of those statements were origi- 
nally prepared before any of the lines were very definitely set in the 
processing of these applications. 

Mr. Motronan. That is entirely possible, but they extended 
through 1950, 1951, 1952, 1953, and 1954 and 1955, as I read the 
statements, from different railroads, spreading through the entire 
railroad system. 

Mr. Homer. The fact of the matter is, I am not trying to say what 
the railroads are thinking or what they individually happen to know, 
because I have no way of knowing that, but I do know that a good 
many of the railroad’s executives were completely aware of this 
composite percentage. I am sure that some of them have ignored 
that question with regard to replacement on their applications. I 
am sure of what our instructions were to the individuals who were 
processing these applications. In the case of freight cars, the rail- 
road’s mimeographed statement on replacements was of no impor- 
tance one way or the other. We were certifying new freight cars 
regardless of the replacement factor, because they had decided in 
the beginning when this composite percentage was arrived at, that 
it was to cover all new freight cars, and that is the way the certifi- 
cations went through. 

Mr. Mottonan. That was the basis for certification on your part. 
It seems to me rather strange they should feel it to be so important 
they should include a positive statement disclaiming any replace- 
ment, that this was new, which, in my opinion, would conform strictly 
with the intention of the Congress in passing the act. 

Mr. Dawson. That is the answer to the question, I think. 

Mr. Homer. I merely want to say that individually I was not in- 
volved in the details of carrying this out in the beginning of the 
program. I have been working in the processing of applications 
since fairly well in the beginning of it. I do know some of the his- 
tory back of it. I was not in the position, actually, where I assisted 
very much in policymaking. 
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The first thing that comes into this, where I was involved in policy- 
making, was on the background for the 85 percent, and I think you 
have had that clearly set out. That was done because we thought 
that an increase in percentage would actually get an increase in pro- 
duction. It didn’t turn out that way, but that was the background 
for it, and insofar as this early operation is concerned, historically I 
can tell you pretty well what went on. The reasons for some of it, I 
would be at a loss to give to you, actually. 

The reason that they didn’t do some of these things that have been 
suggested is because I can see on the face of them how impractical it 
would be to attempt, for example, as has been suggested here once 
before, to handle this on the basis of an individual application. You 
would have a bigger staff over there than most of the railroads have 
trying to operate it. 

Mr. Motionan. I appreciate that. 

Mr. Clarke, our time is drawing short. May I direct this question 
to youand Mr. Homer, if you desire to answer it ‘together : 

Doesn’ t the fact that the law uses the terminology “emergency facil- 
ity” indicate that the Congress did not intend that r apid tax write- 
offs of the cost of replacing existing facilities should be granted; 
wouldn’t that suggest to you that any replacement of existing facili- 
ties would be improper or outside of the scope of the act, as intended 
by the Congress ¢ 

Mr. Crark. No, sir: in view of that portion of the act, which pro- 
vides that or lists those things that should be considered. It says the 
construction, reconstruction, erection, installation, or acquisition of 
that part of the facilities which will be used in lieu of the existing 
facilities, except to the extent considered extraordinary and necessi- 
tated by reason of the emergency. 

Mr. Puarincer. You are reading from ODM regulation I, not 
from the statute. 

Mr. Cuiarke. I am reading from the regulation I of ODM. 

Mr. PLapincer. Are you an attorney, Mr. Clarke ¢ 

Mr. CLarke. Yes; lam. 

Mr. Puaprncer. Do you think there is any conflict between the 
regulation and the statute / 

Mr. Ciarke. No, I don’t believe so. 

Mr. Motionan. That was a hard question to answer. 

Mr. Ciarke. That is a very difficult question to answer, but I don’t 
believe there is any conflict. But in any event, we have felt all along 
that the freight-car situation came within the exception, that is, in 
the regulations. 

Mr. Meaper. Mr. Plapinger, as a former bureaucrat, why don't you 
ask him which supersedes [laughter | 

Mr. Youncer. Mr. Chairman, I would like to ask one question, 
whether the staff had made any check on how these certificates are 
related to the income-tax statements. For instance, from 1951 to 
1954 there were amortization certificates issued for 330,000 cars, when, 
as a matter of fact, there were only built 250,000 cars. That is almost 
1,000 cars with certificates of amortization issued. Now, what does 
the railroad do in order to take the amortization certificate? Do they 
just furnish the certificate, or do they have some way of checking on 
the cars, or what do they do with them ¢ 
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Mr. Crarke. It takes more than a certificate. They have to pro- 
duce the cars before they have the advantage of it. 

Mr. Younger. They have to produce the ¢ nurs? 

Mr. Crarke. Yes, sir. 

Mr. Youncer. Each railroad ? 

Mr. Ciarke. Each railroad that has such a certificate filed with the 
Bureau of Internal Revenue, before they can consider that in making 
out their income tax, they have to give positive proof that the cars 
have been built and are put in service. 

Mr. Youncer. Did you check with them to see whether or not the 
number of cars were in service which were given to the Internal Reve- 
nue Service ¢ 

Mr. Piapincer. I will do that right now, Mr. Younger 

Mr. Youncer. I think it would be wise to go into that. 

Mr. Priarincer. Well, the Internal Revenue Service, of course, 
would not make an individual check to see whether the freight cars 
were in service. Normally they would audit the railroad return, I 
assume, as they would audit any other return. 

Mr. Youncer. I mean to check your figures of new cars with the 
tax returns and see whether or not the reports as given the Internal 
Revenue Service check with the reports that you have as to the number 
of new cars. 

Mr. Praprneoer. I think, sir, that would be a monumental task. 
What we have done is accept the figures that have been given to us by 
the ICC and DTA and ODM and Association of American Railroads. 

Mr. Youncrr. You could take a sampling over there to find out. 

Mr, Piapincer. Perhaps we could. 

Mr. Mor.ouan. Would you like to have that done, Mr. Younger? 

Mr. Youncer. In view of the fact that there are certificates for 
almost 100,000 more freight cars than shown in your report, there 
ought to be some explanation of that discrepancy, don’t you think ¢ 

Mr. Puarrncer. I don’t understand what discrepancy you are re- 
ferring to, Mr. Younger. 

Mr. Youncer. You show in your report the certificates of neces- 
sity and rapid tax amortization. That is on your report table 4 

Mr. Praprncer. Yes. 

Mr. Youncer. Of 330,000. 

Mr. Prarrncer. Right. 

Mr. Youncer. On the next table, table 5—no, the one back, table 3. 

Mr. Piarrncer. That is just class 1 railroads, Mr. Younger. These 
are just class 1 railroads—am I right, Mr. Clarke—with a gross of a 
million or over? 

Mr. Cuarke. Yes. 

Mr. Priartncer. They account for, roughly, 90 percent of the 
freight-car capacity, I assume, so that the difference between 310,000 
and 330,000——— 

Mr. Youncer. No, no; you have got 50 in there. You have got the 
year 1950 in there, which is 42,000. You have got 1955, which is 13,000, 
and if you will just take 1951 to 1954, it will total 250 000 of actual 
cars, as compared with the same period of certificates which were 
330,000. 

Mr. PLAPINGrR. 
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Mr. Youncer. But take your 90 percent and you are still way off. 
If class A railroads account for 90 percent of the car construction, 

vou are still way off. 

Mr. Puarincer. Of course, Mr. Clarke explained that in the earlier 
period there were a number of certificates that were canceled because 
of the inability to obtain materials, and also the later figures, there is 
some lead time in there, of course, in construction of freight cars, so 
that they wouldn’t necessarily be reflected in the number of cars on 
hand as of June 1, 1950, sir. 

Mr. Youncer. But you have got vour lead time to start with, which 
is far greater than your lead time in the end, because there were more 
applications made at the inception of the program than there was at 
the end; isn’t that true? 

Mr. Cuarke. Yes, sir. There have been some cancellations of certi- 
ficates and a number of private car-buying companies. 

Mr. Youncer. I think those figures ought to be brought more into 
line. To me they would mean more. 

Mr. Praprincer. I will try to convince you in private, Mr. Younger. 

Mr. Meaper. Mr. Clarke, I had two questions about your state- 
ment on page 5, comparing the percentage of railroad fac ‘ilities with 
other transportation facilities. I notice that the only thing you have 
on there for motor carriers is terminal facilities at 70 percent. 

Mr. Crarke. Yes. 

Mr. Meaper. Am I to understand from that there are no other 
motor carrier facilities which are given rapid amortization benefits? 

Mr. Crarke. The average life of a truck is only about 60 months, so 
it couldn’t serve as an incentive to buy rolling stock. 

Mr. Meaper. How about a trailer? 

Mr. Crarke. The natural life is so short that it couldn’t serve as an 
incentive in that industry. 

Mr. Meaper. Now, the second question. I got into this yesterday. 
I don’t want to discuss it at any length, but the possible windfall to 
the recipient of a certificate would seem to me to be greatest in the 
event that after the complete depreciation of the item he turns around 
and sells it or exchanges it. Now, on this program the 5 years hasn’t 
run yet on most of these certificates. What, if any, consideration has 
been given in your office to the possibility that when these certificates 
have run their course and would no longer provide the depreciation, 
the railroads would go into a wholesale exchange or wholesale program 
of selling these cars ? 

Mr. Crarke. It wouldn’t make any particular difference. Those 
cars would still be a part of the national freight-car pool available 
to all railroads and all shippers. 

Mr. Meaper. But if there is some tax advantage in the transfer of 
title, there might be a real loophole in this program. Haven’t you 
given any thought to that? I don’t know whether it would be or 
not. We got into this a little yesterday, and Mr. Plapinger has a very 
elaborate formula for comparing the financial advantage to an owner 
of the freight car to sell it. What I am wondering is has the Defense 
Transport “Administration given any consideration to that question @ 

Mr. Cuarke. None at all. I assume the Internal Revenue Service 
has considered it. 
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Mr. Piarrncer. Has any evidence of that kind been called to your 


attention / 

Mr. Ciarke. Not at all. 

Mr. Piaprncer. Obviously the freight-car goal is not going to be 
reached at the end of the year. 

Mr. Ciarke. That is right. 

Mr. Piaprincer. What is the prognosis from that point as far as 
DTA is concerned ? 

Mr. CLarke. You mean—— 


Mr. Priartncer. What will you do with the goal’ Are you going 


to recommend it be extended ¢ 

Mr. Criarke. That is under consideration right now, and we won't 
be in a position to make a recommendation until after the study is 
completed, to which I refer in my statement, the one that we expect 
to have finished within 60 days. 

Mr. Piarrncer. Your own study, the ICC study ¢ 

Mr. Ciarke. That is correct, which is being prepared by some of 
our consultants, and when I receive that, we will consider what sort 
of recommendation we will make concerning this program beyond 
December 31. 

Mr. Piapinerer. Do you think the goal itself has lost any signifi- 
cance as a result of extending it from July 1954 to December 1954 and 
then to June 1955, and now to December 1955 again ¢ 

Mr. Ciarke. Well, the need for 436,000 cars is just as great as if 
ever was, if not greater, considering the probable mobilization need 
of this country in ‘the event of a war. 

Mr. Piaptncer. Do you think the number should be increased? | 
mean this need for 436,000 cars was determined to be necessary by 
July 1, 1954. Would a proportionate additional number be required 
by December 1955? Does it lose some validity in that respect 

Mr. Crarke. Yes, it does. 

Mr, Piarincer. Do you think that might be taken into considera- 
tion as to an increase in the number of freight cars ¢ 

Mr. Ciarke. That is in the realm of possibility ; yes. 

Mr. Piaprncer. You alluded to this in your statement. Have you 
seen the Conway report? I was not clear on that. 

Mr. Ciarke. Yes; I have had a chance to read it. We haven't re- 
ceived official copies yet. I don’t believe it has been released. 

Mr. Praprncer. May I just for 1 second get back to Mr. Homer? 
We were talking about the denial of applications. I believe you men- 
tioned there were some denials, but they concerned secondhand 
equipment. 

Mr. Homer. That is right. 

Mr, PLarincer. You would be precluded by the statute to grant any 
tax amortization to used equipment. 

Mr. Homer. You have the instruction language in the ODM-1 
which says it takes “extraordinary,” and so on, but we didn’t consider 
it applied to freight cars. That is, we didn’t consider that portion of 
acquiring second- hand facilities applied. You do have two excep- 
tions, I believe, under that ODM regulation. 

Mr. Piapincer. I asked you that because the statute expressly ap- 
plies to facilities constructed post. December 31, 1949. 

Mr. Homer. It says the acquisition of productive assets or going 
concerns or second-hand facilities should be denied unless clear pros- 
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pect of substantial increase in the usefulness of such facilities for 
national defense exist, and such increase cannot be obtained from other 
means, and so you do have under your regulations two exceptions. 

Mr. PLarincer. Were those applications sent to ODM as a matter 
of course ? 

Mr. Homer. All of our applications are returned to ODM for 
either their denial or certification. 

Mr. Piarincer. Mr. Flemming said yesterday that to his knowledge 
there has been no denial. 

Mr. Homer. I am sure he was thinking of new freight cars. 

Mr. Puiarincer. Perhaps. How many were involved inthis? Were 
there a large number ? 

Mr. Homer. No; there were not. 

Mr. Piarrncer. I don’t believe we got into anything about your 
background, Mr. Clarke. Could you indicate it brie fly ¢ 

Mr. Crarke. I graduated from the University of Washington Law 
Se me in 1936, engaged in private practice until 1943, when I went in 
the Navy. Upon my return from the Navy, I continued to practice 
law as a prosecuting attorney until January 1949, when I became 
chairman of the Washington Public Service Commission, which 
position I held for approximately 3 years, and then returned to pri- 
vate practice. I was appointed a member of the Interstate Com- 
merce Commission, effective July 6, 1953, and given additional duties 
of Administrator of the DTA in May of 1954. 

Mr. Motitonan. Mr. Clarke, in the early exchange here between us, 
we discussed the statement that you had made earlier in your presen- 
tation dealing with the fact that at the beginning of the program 
there was great interest and a considerable amount of momentum 
behind it, but that that was, to use your words, “frittered away” 
because of the inability of the railroads to get the steel and 
wherewithal to construct the cars on which they had amortization 
certificates already approved and issued to them. Isn’t it significant 
to you—it certainly is to me—that for the first 4 years, that more 
than covers the period in which materials were allocated, the con- 
struction more than kept pace with the retirements, and it is only 
during the last 2 years that we have lost our momentum, that is, 
during the 17-month period ending June 1, 1955, that we have actu- 
ally lost that momentum, and during that period we have constructed 
only 44,000 cars, but we retired in excess of 100,000 cars. Now, that 
is when we have lost the ground. Do you ace ept completely that, by 
reason of frustration, you might say, interest has fallen off / 

Mr. CrarKe. No. In the last 2 years the progress has fallen behind 
because of the financial inability of the railroads to take advantage of 
the incentive program. 

Mr. Mortonan. Well, then, the next question would be, I think, 
do you feel, Mr. Clarke, that the railroads have kept faith with your 
Department and with the tax-amortization program itself, you might 
say, in the manner in which they have been handling it? 

Mr. Cuarke. We have been disappointed that they haven’t utilized 
the program more than they have. 

Mr. Motronan. Well, do you feel, as I do, that this program has 
been more of a replacement of existing facilities regardless of this 
fine play on words we had a while ago, and the force and effect has 
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been that we have granted tax-amortization certifications which, in 
effect, have been interest-free loans to them in order to effect replace- 
ment of existing facilities and to maintain our transportation facili- 
ties at present lev els or at existing levels, [ should say. 

Mr. Cuarxke. I don’t entirely agree with that position, Mr. Chair- 
man. The retirements were inevitable. They were going to happen 
when they happened regardless of the tax- “amortization program. 
Had it not been for the tax-amortization program, we would have 
fewer cars today, so you may call it a replacement, if you want to, 
but without the program we would be just that much worse off. 

Mr. Motionan. Well, do you feel that it would have been more 
equitable to have had a provision in our regulations which required 
that only that amount of new construction which was in excess of 
yresent abilities should be eligible for the tax-amortization benefits? 
De: you feel such a provision would have been effective ¢ 

Mr. Crarke. I don’t believe it would have been effective. 

Mr. Motitonan. You don’t think that would have been at all at- 
tractive to the companies? 

Mr. Ciarke. Not unless it was on a 100-percent basis. 

We believe that if the percentage had been 100 percent instead of 
80 percent that it might have served as a stimulant for a few railroads 
to buy more cars than they needed, but, on the other hand, it might 
have served as a deterrent to other railroads not to build any cars at 
all, but merely to rely on rentals. 

Mr. MotioHan. Well, then, I think we are in agreement that our sit- 
uation with respect to our transportation facilities in the railroads 
is pretty much today as it was 5 years ago. 

Mr. Criarke. As far as the number of units are concerned, yes. As 
far as the capacity and serviceability, we are away ahead. 

Mr. Motionan. Well, on capacity, according to your statement, we 
are only 3 percent ahead. 

Mr. Cuarke. Yes. That is measured in cubic feet, but figuring in 
the running time and utilization, it is ge aged more. 

Mr. Motronan. In what w ay, Mr. Clarke, do you feel that the pro- 
gram could be more effective—not necessarily ‘the tax-amortization 
program, but I mean the program which relates itself to our interest 
in increasing the transportation facilities of this country through our 
railroads. 

Mr. Cuarke. A number of suggestions have been made, none of 
which I endorse, such as the possibility of the Government stockpiling 
cars or parts. 

Mr. Motionan. I would be interested in knowing the ones you 
endorse. What do you have in mind as a member of the Interstate 
Commerce Commission? What do you think should be done? 

Mr. Cuarke. I think it is up to the regulatory bodies to adjust the 
rate structure in such a way that the railroads will earn enough so 
that they will be able to take care of their own needs. 

Mr. Motionan. Well, don’t you feel that these increases in revenue 
here are certainly repr esentative? 

Mr. Cuarke. Well, last year, however, the net return on investment 
was 3.28 percent. 

Mr. Motionan. That is after depreciation. That is 3.28% 

Mr. Cuiarke. Yes. To investors that is not a particularly attractive 
rate of return. 
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Mr. Motionan. Well, it must be attractive because there have been 
some terrific fights for control of railroads in the last 6 months. 

Mr. Cuiarke. There certainly have been. 

Mr. Motionan. Something must be attractive about it. Certainly 
it must be significant, and I am confident it must be to you, that we 
have had in excess of 50-percent increase and here is a 79- percent 
increase in revenues over the last 5-year period, over the previous 5- 
year period, so I would think they would be in a much better position 
financially today to add to their fleet. 

Mr. Crarke. We don’t believe that looking at gross revenues is a 
reliable measuring stick. 

Mr. Moniowan. This is not gross revenue; this is net income. 

Mr. Cuarke. I believe that net return on invested capital is more 
reliable as a figure to use. 

Mr. Motionan. Well, the one I am using here is compiled from the 
1954 annual report of the car service division of the Association of 
American Railroads, and I can’t imagine them falsifying to their detri- 
ment in a statement such as this. 

Mr. Crarke. Certainly they don’t falsify. However, I am not 
certain that that figure includes just railroad operating revenues. It 
may include nonoperating revenues. 

Mr. Motxionan. It might very well be that. Is there anything 
further ? 

Mr. Puaprncer. Just one thing. Mr. Clarke, on page 8 of your 
statement there is a table of comparison of 1941 and 1954. Could 
some member of your staff furnish the committee with a comparison 
for 1945 and 1950 with 1954? 

Mr. Cuiarke. Yes, I believe I can give it to you right here. 1945 
and 1950? 


Year 1945 Year 1950 


Freight-train-miles per train-hour----. 15.7 16.8 
Net ton-miles per loaded car-mile | 32. 2 | 31.7 
Gross-ton-miles per freight-train-hour Z | 36, 954 44, 352 
Net-ton-miles per serviceable freight-car-day --- 1, 066 972 
Average capacity freight cars Jan. 1, 1955 (class I roads) 51.0 52.5 

39.9 41.0 


Average tons per carload 


Mr. Meaper. Might I ask a question on that same table? 

Mr. Clarke, I got the impression that you were relating this im- 
proved condition of our railroad system and its improved efficiency 
and capacity as a whole to the tax amortization program. I notice 
that in your table, on page 8, freight-train-miles per train-hour have 
increased from 1941 to 1954 from 16.5 to 19.7, or a 13- percent increase, 
I suppose the gross ton-miles for freight-train-hour which increases 
5) percent in that same period accounts for this overall increase of 
efficiency of 11 percent that has been referred to. 

Mr. CLarke. Yes. 

Mr. Mraper. Now, how much of that increase in the total trans- 
portation capacity of the railroads can you ascribe directly to your 
amortization program, and how much of it is just some improved 
efficiency that the railroads have figured out themselves ? 

Mr. Ciarke. I can’t give an exact answer. In my judgment, a con- 
siderable portion of it is attributable to the tax amortization program 
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For instance, on the matter of dieselization, the dieselization of 
locomotives. That program has been greatly accelerated because of 
the tax amortization program. Today 85 percent of the line-haul 
locomotives are operated by diesel. Ninety percent of the switch 
engines 

Mr. Motironan. Maybe I ought to change my statement of a while 
ago when I said that I was very much in sympathy with the tax 
amortization program if applied properly, but certainly I am not for 
the dieselization of railroads. 

Mr. Cuarke. I understand your position, Mr. Chairman, but, never- 
theless it has been used extensively in the dieselization of the railroads, 
which, in turn, has contributed to the increased efficiency of railroads. 

Mr. Meaper. How about centralized traffic control installations ? 

Mr. Criarke. Yes; the tax amortization program has been used 
extensively there and has speeded up that improvement program. 

Mr. Meaper. In other anil: you would claim credit for this overall 
average 10 or 11 percent increase in efficiency, and therefore capacity, 
by saying that at least half of it could be attributed / 

Mr. Crarke. I don’t want to take credit for anything. The tax- 
amortization program has certainly been a contributing factor. 
Whether you can call it 10 percent or 25 percent or 50 percent, I 
wouldn’t know and wouldn’t want to make a guess. 

Mr. Motionan. Well, Mr. Clarke, in your opinion the only thing 
we can do then, so far as being constructive in an effort to enlarge the 
car fleet and the transportation facilities and ability of the railroads, 
would be to increase passenger and freight revenue rates, and place 
them in a better position financially. Is that basically what you have 
in mind ? 

Mr. Crarke. That has to be done; yes. But I don’t mean to say 
that that would serve as a substitute for the tax amortization program. 

Mr. Motitonan. Of course, I think you are in sympathy with carry- 
ing it on as it is being presently used, and I say it is a replacement 
of existing facilities, but I think your interpretation is somewhat 
different. But you would go along with continuation of the present 
program of tax amortization as you are applying it to the railroads, 
and an increase in passenger and freight rates which would provide 
them additional revenue ? 

Mr. Crarke. As of now, the tax amortization program is scheduled 
to expire December 31, unless there is an extension. We don’t know 
what our recommendation will be. We don’t know, and we won’t know 
until we have reviewed the study that is about to be completed. 

Mr. Meaper. You mean that has to be extended by legislation? 

Mr. Crarke. It has to be studied by the Commission. 

Mr. Meaper. I said extended. 

Mr. Ciarke. It does not. It is by Executive order. 

Mr. Mottonan. Incidentally, I have before me here the Dow-Jones 
averages for the last 5 years, and in railroads we have gone in the last 
5-year period from a low, I think, of 90.08 to a present high of 163.26; 
while in utilities we have gone from a low of 47.22 to a high of 65.52, 
which would suggest that they are doing somewhat better than utili- 
ties. I think all of us accept that utilities have been in a very fine 
position in the last few years. 
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Mr. CuiarKe. Quite a bit of that increase has been in the last 6 
months. 

Mr. Mottonan. Now, may I say to you, though, so we may have 
it all before us, ~~ in 1951 it was 90.08, in 1952 it was 112.53, oa 
1953 it was 112.21, in 1954 it was 146.23, and in 1955 it was 16: 

Mr. CLarke. Ta Fie notice there has been a sharp rise since 
the first of the year because there has been a sharp rise in business. 

Mr. Morionan. Since December of 1954. 

Mr. Cuarxe. In the last 6 months business has improved substan- 
tially ; carloadings are up approximately 10 percent. 

Mr. Motronan. Is there anything further, Mr. Meader? 

Mr. Meaper. No. 

Mr. Mornonan. Actually I can't help but feel that what you have 
just said would indicate that if the railreads could utilize all of the 
rolling stock, both passenger and freight, there would be no increase, 
certainly, and I am opposed to any increase in rates, but there would 
be no use for even any consideration being given to an increase in 
rates. I know you get a passenger train from here going west, and 
you may find yourself reading a book for companionship on the trip. 
There won't be anybody else in the car with you, presumably, because 
to a large extent the passenger rates have taken people off the rail 
roads, or 1f they are a little bit more affluent they go by air, or if not 
they go by bus. 

Mr. Meaper. Do we have in the record somewhere the number of 
freight cars now on order‘ (See p. 51.) 

Mr. Crarke. If not, we will be glad to furnish it for vou. I don’t 
know what vou have in the record, Mr. Meader. 

Mr. Mreaper. You said at one time there was a 120.000 backlog. 

Mr. CrarkKe. No, sir: I want to correct that. At one time there 
was a backlog of 120,000. 

Mr. Praptncer. Was that during the controls period ? 

Mr. Cuarke. Yes. 

Mr. Meaper. What I want to know is what it is today. 

Mr. Crarke. I understand that as of June 1 it was 17.000. Since 
then there has been quite an increase in the last 30 days. 

Mr. Motionan. Thank you very much, Mr. Clarke and Mr. Homer. 

(Whereupon, at 12:20 p. m., the subcommittee recessed, to meet at 
the call of the chairman. ) 
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STUDY OF THE TAX AMORTIZATION PROGRAM 
(RAILROAD FREIGHT CARS) 


MONDAY, JULY 18, 1955 


House or RepRESENTATIVES, 
SUBCOMMITTEE ON LEGAL AND MoNneTAarRY AFFAIRS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, at 10 a. m., in the committee room of the 
House Committee on Government Operations, Hon. Robert H. Mollo- 
han (chairman of the subcommittee), presiding. 

Members present: Robert H. Mollohan, Martha W. Griffiths, George 
Meader, J. Arthur Younger, and William E. Minshall. 

Also present: Jerome S. Plapinger, subcommittee counsel, and 
Curtis E. Johnson, staff director. 

Mr. Mottonan. A quorum for hearing purposes being present, the 
subcommittee will come to order. 

This is a meeting of the Legal and Monetary Affairs Subcommittee 
of the House Committee on Government Operations. 

We are continuing today our consideration of the accelerated tax- 
amortization program which has been in operation since 1950. Last 
week Dr. Arthur S. Flemming, Director, Office of Defense Mobiliza- 
tion, and Interstate Commerce Commission Commissioner Owen 
Clarke, of the Defense Transport Administration, discussed the ad- 
ministration of this program in terms of encouraging defense and 
defense-supporting industrial facilities. Particular attention was 
given to the production goal for freight cars, and on the basis of the 
testimony then given, it appears that rapid tax amortization, at least 
in this phase of railroad operation, has failed to achieve its objective 
of increasing our national transportation potential. 

Our interest today will be directed to the other side of the rapid 
tax-amortization picture; that is, its effect on tax collections and the 
revenue available for meeting the cost of government. 

Our witness today is Hon. George M. Humphrey, the Secretary of 
the Treasury. 

Mr. Humphrey, I understand you have a prepared statement. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY; ACCOMPANIED BY LAURENS WILLIAMS, ASSISTANT 
TO THE SECRETARY OF THE TREASURY 


Secretary Humpnrey. Mr. Chairman, I have a statement, and if it 
is agreeable with you, I will read the statement and then answer 
questions. 
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Mr. Motionan. Please proceed. 

Secretary Humpurey. Mr. Chairman and gentlemen, I welcome this 
opportunity to appear before you and to express the point of view 
of the Treasury Department on the provisions in our tax laws which 
allow accelerated amortization for income-tax purposes of the cost 
of certain emergency facilities. 

I want to make it clear that I am not urging repeal. Final deci- 
sions on the scope of the program should not be made until the studies 
now being made by the Defense Mobilization Board have been com- 
pleted. I wish at this time simply to make certain suggestions which 
I believe should be carefully considered in any study of the matter. 

The “crash” defense program which was initiated in connection 
with the Korean war has been substantially completed. 

Emergency amortization served a useful purpose during the early 
phases of rebuilding and expanding defense plant capacity to meet 
that emergency. However, the accelerated tax writeoff is an artificial 
stimulus of a dangerous type. 

Its indefinite continuance involves the very real danger that in- 
terests receiving the benefits of it come to rely upon it to the detriment 
of others who are not so favored. A defense mobilization program on 
a.substantial scale may be essential for years to come. Expansion of 
our defense facilities should be an integral part of our broad, orderly, 
long-range, natural economic growth. Our basic defense capacity 
‘annot soundly be separated from the broad base of productive capa- 
city in general on which our Nation relies for its economic strength. 
Artificial stimulants may well become artificial controls. Because 


this one is not of universal application but is bestowed only upon some 
who especially qualify as against others who do not, it could become a 
hindrance to sound, balanced, vigorous growth of our whole free 
economy. It is not the American way. 

Moreover, I think it important to remember, in any consideration 
of the problem, that several recent changes in the tax laws have sub- 
stantially altered the tax —— which existed when accelerated 


amortization of emergency facilities was first adopted. Then we had 
an excess-profits tax which took up to 82 percent of the profits from 
corporate business, and thereby tended to discourage large expendi- 
tures for new plant facilities. That tax was repealed as of January 
1, 1954. The new liberalized depreciation methods under the 1954 
Internal Revenue Code now permit faster capital recovery by all tax- 
payers equally and meet the basic needs of the whole economy. This 
reduces the need for singling out particular taxpayers or particular 
facilities for more favorable treatment than others receive. 

A highly selective program may well have merit if it is strictly 
limited to very special cases—where there is present and pressing 
need for goods that would be a must in time of war and which cannot 
be met by present facilities and where Government contribution is 
necessary to meet those goals. I suggest, however, that the broader 
the program—the more it extends into areas other than the direct 
production of goods that are directly needed for war—the more dif- 
ficult it becomes to administer wisely, without essentially arbitrary 
or discriminatory results. 

Indeed, the very existence of such a program may lead some tax- 
payers to construct facilities deliberately colored to meet supposed 
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defense need. The tax benefits often could more than absorb the 
waste and extra expense to the taxpayer—but it hardly would be good 
for the economy. 

The revenue effects of the program are significant. I shall pre- 
sent four statistical tables to the committee. They have been pre- 
pared by the Treasury staffs. These tables will give you the facts, 
and our estimates of the direct dollar impact of the present program 
on the revenue. You will note that the estimated revenue loss this 
fiscal year will be $880 million. With our budget not in balance, this 
figure gives us serious concern. Extension of the program well may 
stand in the way of future more general tax reductions for all tax- 
payers which would be of important assistance to all business and to 
our continued economic growth and expansion. 

Finally, I should like to speak very frankly about this use of the 
tax laws to further special programs and accomplish purposes other 
than simply the collecting of taxes. The power to tax is the power to 
destroy, and revenue laws should be used only to raise revenue equi 
tably, not for other indirect purposes. It is dangerous to use the tax 
laws for social purposes, to favor one citizen or group of citizens over 
others, to exercise economic controls, or to indirectly subsidize any 
segment of our economy. 

If, in the wisdom of the Congress, such subsidies or assistance to 
special communities or for special purposes are desired, then appro- 
priations should be made for the purpose which can be submitted to 
the Congress through regular channels where the amounts will be well 
known and where the Congress specifically can vote in favor of or 
in Opposition to special treatment for any group. Under this pro- 
gram of tax reduction in special cases, our net revenues can be reduced 
and our deficits increased without formal action or appropriations by 
the Congress. This use of the tax laws, where the stimulants are 
applied by men, not by law, is appropriate only in an emergency 
or under special conditions under rigid restrictions when usual pro- 
cedures are inadequate for our protection. 

Rapid amortization unquestionably was of real assistance in expe- 
diting preparation for the war and still can be useful if limited 
strictly and exclusively to that end. It induced the investment of 
large sums of private means for production that was made available 
under private management far better and far quicker than otherwise 
would have been obtained. It kept the investment of public funds to 
a minimum and it left no great burden of public properties to be 
disposed of when their war purposes had been served. 

The Office of Defense Mobilization has recently requested the agen- 
cies that make recommendations to it, such as the Departments of 
Commerce and Interior and the Defense Transport Administration, 
to review all existing expansion goals with the following points in 
mind : 

1. Evaluate goals on the basis of defense need. The need for addi- 
tional expansion shall be quantitatively measured in terms of wartime 
supply and requirements. 

2. Expansion goals shall be based upon shortages which, in the 
judgment of the delegate agency, will not be overcome without the 
incentive of tax amortization. 
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When the Defense Mobilization Board has completed its review of 
the program in the light of these criteria and made its recommenda- 
tions to the Director of Defense Mobilization, it is expected that the 
program for the future will be on a proper basis. 

This is not critical of the past. Nor is it thought best to abandon 
the practice entirely. But its usefulness in the future will be greatest 
for the good of the Nation as a whole if from now on it is used only 
sparingly and very rigidly and strictly confined to direct war- 
requirements applications. 

That completes the statement, Mr. Chairman. 

If you will glance at the figures that follow, I think the columns 
are pretty well self-explanatory. They are made either from actual 
figures, where they are available, or from the best estimates we are 
able to obtain, where the actual figures are not available. 

The first sheet shows you the years; the value of completed projects; 
the amount subject to accelerated amortization involved under the 
terms of the documents that were issued; compared with the normal 
depreciation charges and with the accelerated depreciation amounts: 
the excess of accelerated amortization over the normal; and the de- 
crease in tax liabilities as we go along. 

Of course, as this statement shows, there is no change because of this 
program in the total amount of depreciation taken over the entire life 
of the property ; it is simply a switching of it from one time to another 
time. The differences involved are involved in the differences in tax 
rates applicable in the various periods. 

Of course, while the excess-profits tax was in effect there was a very 
marked difference in tax effect. With the excess-profits tax off there 
is not such a marked difference unless we are able, as time goes on, to 
have very substantial reductions in corporate taxation, which does not 
appear to be a matter that is too near in too large amounts. 

The next page just shows the single column of tax reductions. 

The next to the last page shows the applications filed and shows 
how rapidly they came in in the early years and how they have been 
declining until very recently, when they have taken a rather marked 
upturn. It so shows both the applications filed and the certificates 
issued. In both cases you will notice there is quite a marked upturn 
just recently. 

Mr. Motionan. To what do you attribute that, Mr. Humphrey ? 

Secretary Humpurey. I do not know. 

Mr. Mottonan. The feeling that the program may be terminated 
and they should get in and take advantage of this? 

Secretary Humpnrey. I would not be surprised, but I really cannot 
answer it. I just do not know what it is that has changed it. 

I think the last page is self-explanatory. 
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(The tables referred to are as follows :) 


Effect of allowance of emergency amortization certificates ; based on certificates 
of $30,521 million issued through June 29, 1955 


{In millions of dollars] 


} Amount | | ee 
Value of | subject to | Normal |Accelerated| . ale ee ;| Decrease 
Calendar year | completed | accelerated | deprecia- | amortiza- a crater in tax 
projects! | amortiza- | tion? | tion | ae liabilities 3 
| tion , 

1950..-.--- : $700 $420 | $6 | $21 $15 $7 
1951... 4, 167 | 2, 500 | 87 292 205 113 
1952_.- ‘ 9, 683 | 5, 810 | 249 831 582 308 
1953 | 16, 000 9, 600 163 1, 541 1,078 593 
1954... 22, 000 13, 200 | 787 2, 280 1, 493 747 
1955_. 26, 594 15, 956 | 1, 132 2 895 1, 763 882 
1956___- 28, 244 16, 946 | 1,279 2, 999 1, 720 796 
1957..-- ‘ 29, 479 17, 687 | 1, 289 2, 633 1, 344 605 
1958___. 30, 521 18, 313 | 1,279 2, 060 781 351 
1959... s 30, 521 | 18, 313 | 1, 228 1, 383 155 70 
1960 30, 521 18, 313 | 1, 146 743 —403 —181 
106)..... s “ 30, 521 18, 313 | 1,080 372 — 708 —319 
1962- 30, 521 18, 313 | 1, 037 200 —837 —377 
1963 | 30, 521 18, 313 | 1, 000 63 —937 —422 
1964... _- . 30, 521 18, 313 967 0 —967 | —435 








1 End of year. These estimates are based on the ODM reported figures, but are modified in order to 
reconcile with corporate amortization deductions for 1951 and 1952. 

2 Computed on the basis of a straight-line rate of 6 rercent, assuming that all certificate holders use the 
declining-balance method at 200 percent of the straight-line rate for assets acquired after Jan, 1, 1954, switchb- 
ing to straight line when it beco’nes advantageous. 

3 Effective tax rates reflecting rate decrease scheduled under present law. 


Source: Office of the Secretary of the Treasury, Analysis Staff, Tax Division, July 18, 1955. 


Effect of allowance of emergency amortization certificates 


{In millions of dollars] 


Decrease in Decrease in 

Fiscal year: tax collections | Fiscal year—Continued. ‘42 collections 
WO coeccitos oa aes ne $4 1959__ RENO eS iieasciciem - 
RNa tities neritic cntes uaa ibbitala T7 RIS iis ctice cera anager aces 87 
a ee 266 | a a 
a a ef 569 NN eis 5: Ctcieag ete eae ee . —310 
UU SA Fo ee ne 776 Miao coc: oe eee anne “Ole 
ia aoe hates real ah ere eaisiaile 880 1964__ Rinics nce ssi etter ea 
cia ce Be 810 irene a tava Raacelg te ig, 
Lt IERIE SP amen Seen toe ene eereer eee 625 


Source : Office of the Secretary of the Treasury, Analysis Staff, Tax Division, July 18, 
955. 
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Tax amortization applications and certificates 


{Money figures in millions of dollars) 





Applications filed Certificates issued (net) Certificates outstanding 
during period 2 } during period 2 4 at end of period 
Period 
Number Value Number Value Number Value 

1950 1,014 $3, 923 149 4 $1, 330 149 4 $1, 330 
1951 15, 909 23, 161 5, 322 10, 104 

Ist quarter 6, 941 12, 695 788 43,040 937 44,370 

2d quarter 4, 030 5. 566 1, 385 43,135 2, 322 47,505 

3d quarter 2, 853 2, 628 1, 767 41,805 4, O89 49,310 

4th quarter: 2, O85 2, 272 1, 382 42,124 5, 471 11, 434 
1952 7, 036 8, 101 9, 544 

Ist Quarter 2, 517 2, 924 3, 267 8, 738 4 16, 809 

2d quarter 1, 802 2, 073 3, 350 12, O88 421,034 

4d qu irter 1,417 1, 559 1,913 14, 001 4 22, 859 

4th quarter 1, 300 1, 545 1,014 15,015 24, 083 
1953 3, 426 5, 765 3, 617 

Ist quarter 1, 022 1, 355 1, 176 1, 599 16, 191 25, 682 

2d quarter 1, 108 1, 844 1, 235 1, 627 17, 426 27. 309 

3d quarter 664 1, 503 681 830 18, 107 28, 139 

4th quarter 632 1, 063 525 R86 18, 632 29, 025 
1954 1, 500 2, 643 756 635 

Ist quarter 374 736 359 477 18, 991 29, 502 

24 quarter 434 609 —107 — 568 18, 884 28, 934 

34 quarter 375 917 282 678 19, 166 29, 612 

ith quarter 317 381 222 4s 19, 388 29, 660 
1955 

Ist quarter 370 920 223 372 19, 611 30, 032 

2d quarter. . 660 3,012 350 489 19, 961 30, 521 


Based on biweekly progress reports that may not coincide exactly with calendar years or calendar-year 
quarters. 
2 Derived from cumulative data which reflect revisions, adjustments, and amendments; decumulated 
data for certain periods may reflect revisions pertaining to other periods. 
Data reflect the net effect of certificates issued and canceled: cumulative data reflect revisions, adjust- 
ments, and amendments. 
4 Rough approximations. 


Source: Office of Defense Mobilization. Office of the Secretary of the Treasury, Analysis Staff, Tax 
Division, July 18, 1955, 
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Effect of allowance of emergency amortization certificates; based on certificates 
of $30,521 million issued through June 29, 1955 


{In millions of dollars] 


Decrease in tax lia 
bilities under 


Normal deprecia- Excess of accelerated acokiatntad anit 

Amount ton * NOE TEES tization 3 as com- 
Value subject Accel- pared to 
Calendar | of com- | to accel- 2 erated 
year pleted erated amorti- 
| projects ! | amorti- zation | straight- Declin- Straight- Declin- 
zation | Straight | Declining line tahoe line eaten 
line balance depre- : depre- : 

ciation depre- ciation depre- 

clation ciation 
1950 $700 $420 $6 $6 $21 $15 $15 $7 $7 
1951 4, 167 | 2. 500 87 S7 292 205 205 113 113 
1952_.- 9, 683 5, 810 249 249 831 582 582 308 308 
1953 16, 000 9, 600 463 463 1 541 1, 078 1, 078 593 593 
1954 22, 000 13. 200 bs4 787 2, 280 1, 596 1, 493 798 747 
1955.....-. 26, 594 15, 956 875 1, 132 2. 895 2, 020 1, 763 1. O10 SS2 
1956. . 28, 244 16, 946 987 1, 279 2. 999 2. 012 1. 720 931 796 
1957 ‘ 29. 479 17, 687 1, 038 1, 289 2, 633 1, 595 1, 344 718 605 
1958 ' 30, 521 18, 313 1. 079 1, 279 2, 060 981 781 441 351 
1959 . 30 521 18, 313 1, 098 1, 228 1, 383 285 155 128 70 
1960 5 30, 521 18, 313 1, 098 1 146 743 — 355 - 403 — 160 181 
1961 30, 521 18, 313 1, 098 1, O80 372 —726 —708 —327 319 
1962 30, 521 18, 313 1, 098 1, 037 200 — 89S — 837 404 —377 
1963 30, 521 18, 313 1, 098 1, 000 63 —1, 035 — 937 — 466 422 
19ti4 30, 521 18, 313 1, 098 967 0 — 1, 098 — 967 —494 —435 


1 End of year. These estimates are based on the ODM reported figures, but are modified in order to 
reconcile with corporate amortization deductions for 1951 and 1952. 

? Straight-line depreciation rate assumed is 6 percent. Amounts shown for declining-balance deprecia- 
tion assume that all certificate holders use this method for assets acquired after Jan. 1, 1954, switching to 
straight line when it becomes advantageous. 

} Effective tax rates reflecting rate decrease on Apr. 1, 1956, scheduled under present law. 


Source: Office of the Secretary et the Treasury, Analysis Staff, Tax Division, July 18, 1955. 


Mr. Mottonan. Thank you very much, Mr. Humphrey, for your 
very informative and very interesting statement. 1 personally am 
inclined to agree with particularly the last paragraph of your state- 
ment. That seems to me to express the intent of Congress. I think 
that is what the program was really intended for. 

Secretary Humpurey. That is the way it seems to me, Mr. Chair- 
man. 

Mr. Motionan. I think in some instances we have branched out. 

Secretary Humpnrey. I am sure we have branched out. 

If you go back—I do not in any way mean to be critical of the past; 
it is simply a statement of fact—since we had the pressure of the 
Korean war on us and the threat of perhaps total war, with nobody 
knowing where we would go or what would happen, actions were 
perhaps justified at that time that are no longer justified. I do not 
question whether they were at that time or not, but they certainly are 
not under present conditions. 

Mr. Motionan. Even at that, Mr. Secretary, I think we are both 
in agreement it is a program that should be under constant review. 

Secretary Humpurey. That is right. 

Mr. Motionan. The conditions prevailing in 1951, 1952, or 1953 
in all probability may not control now. 

Secretary Humpnrey. That is right. 

Mr. Motionan. The review of the program and problems of each 
certificate, involved in each application, would certainly require a 
different yardstick for eligibility. 
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Mr. Humphrey, our counsel has some questions he would like to 
direct to you at this time. Mr. Plapinger. 

Mr. Piarincer. Mr. Secretary, when do you think that the study 
of the Defense Mobilization Board will be completed ? 

Secretary Humpurey. Well, I asked Mr. Flemming about that. 
The Defense Mobilization Board has under review two different 
things, and they are tied together more or less—it is more than less, 
really. Both the stockpile goals and the rapid amortization are under 
study. ‘Those studies are both progressing, and I should think within 
the next month or 6 weeks—2 weeks to 6 weeks, something of that 
kind—that they ought to make a good deal of progress with them. 

Studies are being conducted not only by him but by the other de- 
partments involved, too. They were started several months ago. 
The program was laid out several months ago, but the pressure of work 
has been such that they have not made too much progress on that. 

Mr. PLaprncer. On page 2 of your statement you state that a highly 
selective program would have merit, especially— 
where there is a present and pressing need for goods that would be a “must” 
in time of war and which cannot be met by present facilities and where Govern- 
ment contribution is necessary to meet those goals. 

What type of Government contribution do you have in mind, sir? 

Secretary Humpnrey. Well, I have in mind a use of this kind. 

Mr. Piarrncer. Of tax amortization ? 

Secretary Humrurey. Of tax amortization. There may well be, as 
the study progresses, some places where some vitally necessary war 
need is not being fulfilled today, where the circumstances are such that 
perhaps the normal use of the facility or product would not justify the 
expansion that would be required, so that some assistance is required 
to accomplish the potential supplying of that particularly serious war 
need. 

Mr. Piarrncer. Sir, addressing ourselves to that problem, do you 
as a businessman think that it is unrealistic to expect a business— 
assuming a necessary defense industry—to construct or to expand facil- 
ities where there is no immediate need for such facilities? In other 
words, will the tax amortization program furnish an incentive to a 
businessman who runs a defense industry where there is no immedi- 
ate prospect of use for that expanded facility ? 

Secretary Humpurey. I think the answer to the way you put it is 
“No,” where you say there is no use. The difficulty with the thing 
is that all these things are relative, or most of them are relative. If 
you take your particular case, where there is just no use for something, 
I do not think you are going to get a businessman to go into it just 
for tax amortization, because he will have a facility that will do him 
no good. That is the kind of thing perhaps the Government would 
have to have financed and built on its own, if it were required. 

But you get into such fine lines with these things. It is not the black 
and the white ones that bother you; it is the gray or intermediate places 
where there is some difficulty. How rapidly is this use going to de- 
velop in a civilian economy, or what use might be made of it in con- 
nection with general development and all that? That is where your 
real difficulty comes in. 

Now, if you are to say that simply where anybody feels that he is 
making an article—let us assume it 1s some electronics article or that 
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it is something really very vital to war use—and he is making it 
and does not know how rapidly his market is going to expand; he is 
in an expanding market and does not know just how rapidly his mar- 
ket is going to expand; and you asked him to double or triple his 

apacity and do it now—that is one problem. If it is just to continue 
development, meeting the market as he sees it, that is another problem. 

All of those things, as I see it, have to be very carefully weighed. 
On the other hand, you can go way beyond that and think of uses for 
development of properties in depressed areas in connection with the 
dispersal program. You can think of calculated consumption figures, 
where some fellow figures out what we are going to need in 1975, and 
therefore the whole ‘industry has to expand with a lot of additional 
capacity in order to be ready for 1975, and all of that. 

Then of course you can get into what I think is the thing that should 
be, very largely ruled out; and that is the area of guns and butter, 
too; where your production not only is fully ample for war needs 
but where, if war came in and took a part of that production, more 
than it is now aking, or than it would normally take, that there 
would not be enough for a full civilian economy. I think that, in 
most cases, is just too bad. If we get into war I think war needs will 
be first and should be first and that a full civilian economy just will 
have to suffer. You just cannot have a full civilian economy if we 
get into a real war. 

Mr. PLapincer. You also note in your statement, sir, that the very 
existence of such a program may lead some taxpayers “to construct 
facilities deliberately colored to meet supposed defense need.” Has 
there been any evidence of that sort of thing? 

Secretary Humpurey. I do not mean that as a charge against any- 
one. ‘That is just a possibility; that is all. 1 included it here simply 
because that had been part of some arguments in some of the columnist 
comment on the subject. It is a possibility, but I am not making it 
as a charge. 

Mr. Mottonan. I think that is what we were touching upon awhile 
ago, When we mentioned this gray area. 

Secretary Humpurey. That is right. 

Mr. Montionan. In many instances it is a pretty difficult thing to 
determine just exactly where the blacks and whites are in that sit- 
uation. 

Secretary Humpnrey. That is right. 

Mr. Motionan. By and large, Mr. Secretary, is it not true that 
the highest conceivable percentage of your applications for certificates 
cover facilities or expansions which can be used as both peacetime and 
wartime facilities. 

Secretary Humpurey. You see, really, outside of just shooting 
arms most everything in our economy is involved ina war. Although 
it is to a greater or lesser degree, most everything gets into war to 
some extent. That is partic ul: irly so if you carry it to the highest 
view, where you require good living for the people while the war is 
going on and all that. 

Mr. Motionan. I was thinking, in what I said, with reference to 
heavy industry. 

Secretary Humpnrey. That becomes more difficult. 

Mr. Motion an. Yes. \ 





$2 STUDY OF THE TAX AMORTIZATION PROGRAM 


Secretary Humpnrey. The nearer you get to something that shoots 
the more difficult it becomes. 

Mr. PLaprncer. Has there been any evidence, sir, that plants con- 
structed under the tax amortization program have been diverted to 
other than defense use? This is really an extension of the previous 
question. 

Secretary Humpurey. I do not quite know what you mean. 

Mr. Piapincer. Well, take a company that comes in with an appli- 

cation for tax amortization and starts off presumably in defense pro- 
duction and then subsequently diverts to a strictly civilian production. 

Secretary Humpnrey. Oh, I think there has been a great deal of 
that. I think a good deal of production has been built over the past 
few years w here there has been—and justifiably under the circum- 
stances then existing, with tax amortization assistance—a change of 
situation, where the now normal civilian demand for the product has 

‘aught up to the place where those facilities are now to a very much 
larger extent. being used to supply civilian needs. I do not think 
there is anything wrong about that. They were built ic ause they had 
to be built for quick production at the time, and the civilian demand 
has just caught up to them; that is all. 

Mr. Puaprincer. Has there been any indication of an undue amount 
of activity in the sale and purchase of older facilities, to indicate that 
the tax amortization program might have been used to replace merely 
older facilities ¢ 

Secretary Humpnurey. I do not know of that. I am not qualified 
to speak on specific cases. I have not done that. All I can say is this: 
That the further you go on, shall I say, a “loose basis,” the more apt 
you are to run into the kind of thing you speak of. 

Mr. Piarrncer. Sir, somewhat akin to most of us ordinary taxpay- 
ers, you are complaining about loss of revenue here to the tune of $880 
million. Has there been any indication that the tax amortization pro- 
gram has provided a stimulus? In other words, is this $880 million a 
direct tax loss attributable to amortization, or does that take into con- 
sideration the fact that the construction industry may have under- 
gone some stimulant as a result of the program ? 

Secretary Humpnurey. No; and I do not know how you would ever 
figure it out. 

Take the steel business. The steel business was very substantially 
expanded through amortization certificates at a time when additional 
steel was certainly required for war. If what turned out to be the 
Korean war had turned into what it might possibly have well be 
general war—that expansion would have been very essential and desir- 
able for our defense. 

Now, the growth of consumption in the steel business has gone on 
faster than anyone in the business—I think most anybody in the busi- 
ness—thought it would. Today you are having a very full use of 
facilities that looked a few years ago as though they were an overex- 
pansion for normal development.. Today they are being very fully 
used. So that those facilities are earning money. 

We are getting half those profits, so that this $880 million is not a 
net loss. That is the direct loss on this. It is being offset, perhaps 
much more than offset on that particular figure, by gains in our half 
of the steel profits that are made out of the facilities that were then 
constructed. 
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Now, the difficulty is that I do not believe that you can figure = 
just what is involved, because I do not know any way you could si 
that if this expansion in the steel business had not oce ‘urred in this way 
at that particular time it might not have occurred a little later in the 
normal way. The steel business has tradition: lly been pretty well up 
to date in keeping its facilities in shape to fulfill the needs. 

While, when wars come in suddenly, there have been some short- 
ages, by and large the industry has expanded pretty well; so I do not 
know. It would be almost impossible, I think, to say that the indus- 
try would not have expanded to meet the needs of today if there had 
been no war amortization. It would not have expanded in time, if 
we had been in a general war, but that is not what we are talking 
about. We are now talking about what conditions would then have 
been today. 

Mr. Puarincer. In providing incentives or in providing for ex- 
pansion or defense potential, you refer at the bottom of page 2 of 
your statement to subsidies or assistance to special communities or 
for special purposes. Will you amplify on that, sir? 

Secretary Humpurey. Well, let us take the matter of the dispersal 
program. “You can go to what seems to me are extreme lengths in the 
dispersal program, and you run into the criticism that you yourself 

raised a moment ago. 

I have an old plant in the middle of a target area. I would like to 
get a new one. I can move to some new location. From a dispersal 
point of view, if that is to be wholly governing, I could move even to a 
new location, within a low-employment area, or something of that 
kind, and get myself a new plant with the tax-amortization base. 

That is what could happen if this is too liberally construed. That 
is why I think it requires a very strict construction to prevent that 
sort of thing from happening. 

Mr. Piapincer. In what areas of activity, sir, would you advocate 
subsidies, if that were necessary / 

Secretary Humpnrry. | think only in the very most essential 
pressing war requirement, where the incentive to supply that mate- 
rial was almost wholly lacking except for war. 

Mr. Piaprycer. The assistance to special communities; is that 
your reference to the surplus labor areas or distressed labor areas / 

Secretary Humpnurey. That is right. I think that there are many 
of those things that it may be desirable to do. If they should be done 
they should be done by appropriations of Congress, where they are 
right out in the open and everybody knows just what it is, rather than 
having money passed out by various departments in this sort of a 
way. 

I think I could illustrate that this way: I think if we came into 
the Congress and asked—let us just say the — that is going to be 
distributed this way is $800 million in a year. I think if we came 
into the Congress and asked the Congress ne pass a bill to give the 
Commerce Department, the Interior Department, the Tr: ansport 
Agency, and so forth, $800 million to spread around among such 
industries as they thought wise, the way they would like to do it, and 
asked for a special appropriation of $800 million of that kind, I do 
not believe we would get it passed. 

Mr. Praprycer. This is a little afield from the tax-amortization 
program, but the business justification is fairly evident, I think, for 
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straight-line depreciation and for the declining-balance method. The 
sum-of-the-years digit method of depreciation kind of intrigued me. 
It seems like a par imutuel form of tax depreciation. 

Would you care to comment on the business justification for that, 
sir? 

Secretary Humpurey. You mean for a more liberal base? 

When you get right into the complications of the detail of it, I 
cannot do it. 

Mr. Williams is here, and he can. When you get into the desir- 
ability of a larger amortization than we formerly had, I can express 
exactly why I was in favor of that. 

I think there are many things, and I think most things in America, 
in a well-run manufacturing establishment in Americ a, which will 
physically outlast their best ‘usefulness. In other words, we have so 
many smart people in this country who are working and developing 
better methods and newer machines and better ways of doing things 
all the time that it really is obsolescence that destroys the value of 
equipment rather than physical deterioration. In a well-run plant 
you spend enough on upkeep to keep the physical things running. 
Tt is when someone develops a new way of doing it, or a new machine 
comes along or a new way of doing it comes along, that you ought to 
get rid of the old and get the new. There is nothing, in my opinion, 
as good for America as to have our American plant as modern as 
can be. 

I think that is one of the things that is happening in Europe now, 
that retarded Europe for a long | time. They had a theory years ago 
that if you had a method your grandfather used you were proud of it 
and bragged about it. In this country if you have something your 
grandfather used you are ashamed of it; you had better not have it 
around. That is one of the reasons for this country developing as 
it has. 

I think that a suitable recognition of that was not taken in the past 
tax law, and that we now do take suitable recognition of destruction 
of equipment by obsolescence rather than by physic al wearing out. 

Mr. Priaprncer. I would be very much interested in hearing from 
Mr. Williams what the business justification is for the sum-of-the- 
years digit. 

Secretary Humrnrey. That is the business justification. The de- 
tail applied would be something else. 

Mr. Prartncer. [ would think that would be fairly evident in the 
declining-balance method. I just wondered what was the genesis 
of it. I was intrigued by reading the explanation in some ‘of the 
committee reports of adding all of the numbers up and getting this 
fraction. 

Mr. WiiuiaMs. I am Laurens Williams, assistant to the Secretary. 

The sum-of-the-years digit method produces roughly the same result 
as does the declining-balances method. I believe “that a ms vjority or 
at least a substantial number of the accountants and company comp- 
trollers prefer it, simply because it is a little simpler for them to 
actually apply it and make the annual determination. 

Under the sum-of-the-years digit method what you do is add to- 
gether the digits of the useful life of the item to get the sum-of-the- 
years digit. For example, if the estimated useful life of a particular 





The 


me, 


hat, 


it, I 


esir- 
ress 


rica, 
will 
e@ so 
Ing 
ings 
e of 
lant 
ing. 
hine 
it to 
ion, 
1 as 


Ow, 
ago 
of it 
our 
e it 
y as 


past 
Hion 
rom 
the- 


de- 


the 
esis 
the 
this 


ry. 
sult 
' OF 
np- 

to 


to- 
he- 
lar 


STUDY OF THE TAX AMORTIZATION PROGRAM Sd 


item is 5 years, you add 1 plus 2 plus 3 plus 4 plus 5. Then you will 
divide your cost, or adjusted basis, by that, and that will produce a 
unit. In the first year you multiply that unit by 5. That is your 
depreciation allowance. In the second year you multiply that unit by 
4, and so forth. 

It produces approximately the same dollar result, and it is a little 
easier, I believe, mechanically to work. 

Mr. Praprycer. As compared to the declining-balance method ? 

Mr. Wiuiams. Yes. 

Mr. Puiapincer. Sir, previously in these hearings we have been 
engaged in looking into the tax amortization program as it affects 
freight cars. This next question is generally on railroads. 

One of the studies that the administration undertook some time back 
recommended the removal of excise taxes on railroad tickets. Would 
you favor such a move / 

Secretary Humpnurey. I have been opposed to it for this reason: 
That as long as we are running deficits I did not think we could have 
tax reductions of that kind. Now, as I see the tax system, taxes 
are properly levied to collect a certain sum of money. That sum of 
money ought to be what you spend. In other words, when the Con- 
gress ‘decides how much we are going to spend in a year then we ought 
to levy that amount of money on the people and collect it from them 
in all normal times. Iam not talking about-emergencies; I am talking 
about normal times. 

Now, the real job is to try to obtain that amount of money among 
the people who are going to pay it in as fair a way as you possibly 
can. There are those who think that we have an unduly large amount 
of tax based on the income-tax plan as against the user-tax plan. 

As we looked over our total program there were certain injustices 
that appeared in the income-tax field that I thought had a priority for 
consideration over any flat general reduction in the whole plan, which 
would also involve the excises. So I have objected to the reduction 
of excises. 

I was in favor of the specific tax revision bill, but that was designed 
to correct the most glaring inequities of one kind and another, the 
inequities that were most retarding to economic growth and develop- 
ment and to jobs. 

[f we do not have jobs, there is no use in worrying about income 
taxes, because you do not get any income anyhow. So I was interested 
in removing first the most glaring inequities, that tended to prevent 
people from having income, from making income, and those that would 
stimulate the making of income so that we would have the most income 
possible to tax, and not changing anything else unless we had that 
accomplished. 

Now, from now on, as I see it, there are, of course, some inequities 
here and there that will be brought up for discussion from time to 
time—that are being brought up; the Ways and Means Committee 
has a whole raft of them over there now—but by and large now our 
problem, if we are going to have less taxes, is to have less expenditure. 
As we have less expenditure then we can reduce the taxes in the ways 
that. will bring them down wherever it is most justified and where 
we will get the best equalization among all the taxpayers that have 
to pay. 

( Discussion off the record.) 
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Mr. Mottouan. Mr. Meader? 

Mr. Meaper. Mr. Secretary, I wanted to ask about your tax-loss 
figure of $882 million for 1956. I think you have already indicated 
that is based upon certain assumptions. I suppose we start out by 
assuming that the same expansion of plant moa occur whether there 
were any tax amortization or not ¢ 

Secretary Humpurey. That is right. 

Mr. Meaper. You would have to make an adjustment, if you as- 
sumed that the tax-amortization program actually stimulated in- 
creased capital expenditure. 

Secretary Humpurey. Well, there is an offsetting feature, as I stated 
before. In the first place, you would not have so much property to 
depreciate, because it would not have been built. In the second place, 
you have got more income, presumably—and I am sure you have— 
more income from that property which is available for tax. So that 
it is not a net loss figure. 

That is not true positively. It might be or it might not be, depend- 
ing upon what would have happened if you had not done it. 

Mr. Meaper. The likelihood, however, is that the amortization pro- 
gram did stimulate expansion of capital investment. 

Secretary Humpnrey. I think that is undoubtedly true. It expe- 
dited it. Whether over a little period of time we would lose or not is 
hard to say. Certainly in a few places we have more than we would 
have had. Generally speaking, whether we would or not I am not 
prepared to say. 

Most business in this country will expand pretty rapidly on its own 
when there is demand for its product. If you figure you have some- 
thing you can sell and make a profit at, since you are in business, there 
is an awfully strong pressure on you to look after your customers and 
see that they are taken care of, ‘and you will go a long way toward 
meeting demand that you think is going to be there. 

Mr. Mraver. But the only excuse for this rapid amortization is ex- 
pansion of capacity. 

Secretary Humpurey. That is correct. 

Mr. Meaper. If it did not have that effect, then we have not achieved 
anything. 

Secretary Humpurey. I am not sure over the long run you do 
achieve too much. You push it ahead a little, but whether over a 
period of years you achieve anything or not, I am not prepared at 
all to say, except in strictly war things, and the great bulk of this is 
not strictly war. The great bulk of this is material that goes all 
through the economy. The big dollar volume of this is standard stuff. 

Mr. Mraver. Then your $882 million tax loss does not take into 
account the probability that after the end of the 5-year amortization 
period you will take in a larger amount in taxes? 

Secretary Humpurey. That shows right on the sheet. If you look 
down the sheet you will see the figures. 

Mr. Meaper. I was just wondering. If somebody picked up 1 year 
here and forgot to look beyond that they might assume that was cost- 
ing us money. 

Secretary Humrnrey. Oh, no. You look down the sheet there and 
you will see it. 

Mr. Meaper. Yes, I saw that. Of course, in considering this over 
the different amortization periods you have to make an assumption 
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that the tax rate will remain constant and the prosperity of the coun- 
try will remain constant. 

Secretary Humpnrey. You do not make that assumption when it is 
contrary to fact, and the facts change. The taxes were higher, and 
now they are somewhat reduced. 

Mr. Meaper. I was just trying to see whether anybody would be 
justified in walking out of this meeting and saying: “We are losing 
$882 million a year because of this tax-amortization program.” I 
do not think that quite presents the accurate picture. 

Secretary Humpurey. That is right. That would not be correct. 

Mr. Meaper. Now, I am no accountant, so perhaps I should not 
even ask the question, but it has bothered me and I have asked others 
who were not tax experts what I am going to try to ask you. 

Secretary Humpurey. I am not a tax expert, ‘either, so I will try 
to answer it. 

Mr. Meaper. This program with respect to freight cars has not run 
its course yet. I mean, the 5 years has not run out from the inaugu- 
ration of the program. 

What has bothered me is the possibility that at the end of the write- 
off there might be a wholesale exchange or sale program where the 
benefit in increased taxes after the 5-year period and for the re- 
mainder of the useful life of the freight car, for ex: unple, will not 
be coming into our Treasury because of some m: inipulation and ex- 
change of these amortized freight cars. Is there any real possibility 
that that might be a loophole ? 

Secretary Humpurey. It is pretty hard to say there is no possi- 
bility, but I would not think so. 

Mr. WitttaMs. May I interrupt? 

Secretary Humpurey. Yes. 

Mr. Witurams. There is a specific provision in the law that in the 
event of the sale of any asset that has been certified for such amorti- 
zation—in the event of the sale of that asset in advance of the end of 
its normal useful life—that the excess of the accelerated depreciation 
over what would have been the normal depreciation is taxed as ordi- 
nary income; so that, in general, that would cover the average sit- 
uation and prevent any tax avoidance. 

Secretary Humpurry. In other words, you cannot maneuver your- 
self into a capital gain for that purpose to that extent. I would not 
think that there would be much chance of that. 

Mr. Meaper. If you assume all of these factors remain constant, 
the only advantage to the taxpayer for taking this rapid amortization, 
assuming that he possesses the article over the entire straight-line 
depreciation period, would be that he would have an interest-free 
loan to the extent that he does not pay taxes in the early years, but 
pays them in the later years? 

Secretary Humpurey. That is correct, if you say there would be no 
change. Of course, when you had the excess-profits tax then you had 
i whale of a big advantage that now no longer obtains. But when 

you were paying excess-profits tax, you had a big advantage. You 
got a lot of property built at the Government’s expense, for a very 
considerable period. 

Now that is over with. The really rapid changes are over. I wish 
(hat a really rapid reduction in the corporate rate could be made, that 
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we could cut it in half in the next few years, the next year or two, but 
I do not believe we are going to. 

Mr. Mraper. With respect to these figures again, we have been 
concerned primarily with the rapid amortization of railroad facilities 
and primarily freight cars. Do you have any figures which would 
show the tax loss, such as you have in the last column here in your 
first table, only upon railroad facilities ? 

Secretary Humpnrey. No. 

Mr. Meaper. Or upon freight cars ? 

Secretary Humpnrey. No. 

Mr. Mraper. Would it be possible to get that? We do not have it 
otherwise; do we? 

Mr. Piapincer. We have statistics on tax savings by railroads 
through amortization. 

Secretary Humpurey. I think you could get the certificates and the 
amounts and so forth; but I have no special information about freight 

vars at all. 

Mr. Meaper. Did you have any particular comment on the amorti- 
zation of railroad facilities, as to just what part of the gray area that 
particular program occupies ¢ 

Secretary Humpnrey. You mean for the future? 

Mr. Meaper. Well, the future or the past. 

Secretary Humenrey. As to the past, I think what is past is past. 
There is not anything you can do about it anyway. I do not think 
there is much use in going back into it. 

When you have, as there was at that time, a threat or a possibility 
of general war being imminent, why, you can have eens of thoughts 
that you do not have in normal times or more normal times. Very 
frankly, I would think that for the future that rapid amortization of 
just freight cars and things of ordinary use would be one of the kinds 
of things of ordinary use that should be very rigidly looked at. I 
would not say there one be no case, but I would think it would be 
very difficult to have a case that would justify it. 

Mr. Meaper. Thank you. That is all, Mr. Chairman. 

Mr. Motitonan. Mr. Younger? 

Mr. Youncer. No questions. 

Mr. Motionan. Mr. Minshall ? 

Mr. MrnsnAuu. I have no questions. 

Mr. Motronan. Mr. Secretary, awhile ago I started to ask you a 
question with reference to your position on the tax-revision bill of 
2 yearsago. I think you said you were in complete agreement with it. 

Secretary Humpurey. That is correct. 1 am. 

Mr. Mottonman. What was the tax loss, from your official figures ? 

Secretary Humpurey. As I recall it, it was about. $1.3 billion or 
$1.4 billion. 

Mr. Mottonan. What was our deficit in 1954? 

Secretary Humpnrey. The deficit in 1954 was $3.1 billion. 

Mr. Motionan. Even in the face of that deficit, considering what 
you said a few minutes ago, you feel that these revisions and equaliza- 
tions in the tax law were justified even in the face of the fact that 
they meant $114 billion increase in our deficit ? 

Secretary Humpurey. I do, Mr. Chairman. I would just like to 
take this minute to explain it. 
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That loss of tax in that revision bill was part of 2 whole tax pro- 
gram Which was a tax cut of income taxes straight across the board, 
the repeal of the excess-protits tax, the repeal of a number of exc ise 
taxes—and every taxpayer mM this country got a redustin as a part 
of that program. The total tax reduction as a part of that program 
was about $7.4 billion. 

When this administration came in, we made some rather drastic 
reductions in proposed expenditures. We reduced something over 
$12 billion in 2 years, for the proposed expenditures that were pro- 
eramed ; and we reduced about $7 billion actual expenditures. 

When you reduce Government spending, you put people out of work. 
By that I mean just this: The Government spends its money for 
just two things, either hiring people or buying goods. When it saves 
money by not “hiring so many people, somebody is out of work. Forces 
are reduced. When it saves money by not buying goods, somebody 
goes out of work who was making those goods, because there is no 
longer a demand for them, and that job is no longer being filled. So 
when we cut $7 billion out of expenditures, or when anybody reduced 
Government expenditures—when that process goes on—you reduce 
employment temporarily by the amount of dollars you reduce your 
expenditures which are being spent for the employment of those peo- 
ple either directly for the Government or in the m: aking of goods for 
the Government that the Government is buying. 

I believe that if we had not concurrently, as those reductions were 
being made, reduced the taxes that we were collecting, we could have 
balanced the budget. If we had made the reductions that we made, 
and not reduced the taxes, we would have balanced the budget and 
had a surplus. 

I was not in favor of doing that, even though it is still a primary 
objective of the Department of the Treasur y to ) balance the budget. I 
did not believe we ought then to balance the budget, because I be- 
lieved, and I still believ e, that if we had not at that same time con- 
currently reduced the taxes in order to put the money that the Gov- 
ernment was no longer using to hire folks with into the hands of the 
private people, so that they ‘would have more money to spend to hire 
folks to make things for them, that we would have had a serious un- 
employment situation in this country, and upset our whole economy 
and, perhaps, have thrown ourselves into the recession, or whatever 
you want to call it, that the prophets of doom and gloom a couple 
of years ago were talking about. 

I think it was the reduction of the taxes that gave the people the 
money to spend, which they did spend, to make ‘the jobs for people 
making the goods, and for the people to hire back those workers who 
were not working to make goods for all the people, that kept us from 
going further down and to build our economy to the position where 
we are today. 

I think any big and radical reduction in Government spending 
should be ace ompanied with a tax reduc sity: I have said many times 
that I think our taxes are too high; too high for the good of our 
system. I think that just as rapidly as we can have in sight reduc- 
tions in Government spending so that we know where the money is 
coming from, we ought to give that money back to the people in the 
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form of reduced taxes, so they can spend it, and hire the folks to 
make the goods. 

Mr. Motiouan. Do you feel that this year or next year or 2 years 
from now, that many of our taxes and the tax rates should be reduced 
across the board ? 

Secretary Humpurey. I have been asked that many times. Of 
course, we did have an across-the-board tax cut this last time. The 
big reduction out of this $7.4 billion, about $3.5 billion, was a tax 
reduction across the board for everybody. 

Mr. Motionan. I questioned that in my campaign, but I will not 
argue about it at the moment. 

Secretary Humpnrey. Well, you might have questioned whom it 
was proposed by, but you could not question whether it occurred or 
not. 

Mr. Motitonan. That is open for argument, too. 

Secretary Humenrey. I think that looking to the future, there is 
no way to tell how to get a proper adjustment among all of the 
various classes of taxpayers until you have a pretty good idea of the 
amount you are talking about. I think if you have one amount, you 
‘an distribute it one way, and if you have a different amount, you 
‘an distribute it another way. 

To illustrate it by an absurdity, if you please. 

Suppose we had a very small amount of money that could be used to 
reduce taxes. There might be some very great hardship which 
might take it all, but if there were a substantial lot of money it 
could be spread all through the whole industry, through the whole 
economy, so that all the taxpayers would have benefits from it, and 
I just do not see, until you have some idea of the amount that you 
are talking about, and know and can see your programing, and where 
you are he: ading, how you will divide something up until you know 
what it is that you are dividing up. 

Mr. Montouan. I think both of us agree that our national-defense 
requirements are somewhat outside our ‘control. In other w ords, they 
are dictated to us by outside forces. 

By and large, they are dictated by our defense needs, and our de- 
fense needs are determined pretty much by world conditions and what 
we may be called upon to face in the meantime. 

Secretary Humpurey. That is right. 

Mr. Motionan. I do not think that right now under present cir- 
cumstances we could expect any radical reduction in the immediate 
future in defense, and with our constantly increasing population and 
the greater need of that population for schools and other civilian 
services, or services in civilian areas of Government. I doubt seri- 
ously that there is any reason to expect any radical reduction in ex- 
penditures i in that field. 

In view of that, there is no reason for optimism on the part of any 
of us about a so-called across-the-board tax reduction, or any other 
kind of a tax reduction in the immediate future, is there / 

Secretary Humpnurey. I will not say that. I am spending my life 
trying to find ways whereby we can get more for our money, and I 
think that there is plenty of lack of efficienc y, there is plenty of lack 
of planning and otherwise, where I think there is a lot in Government 
that can be improved. I think we ought to get more for our money 
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than we are getting, and if we get more for our money than we are now 
getting, th: at means we do not need to spend so much money as we are 
now spending to get what we are getting. 

I think there is plenty of room to work there. 

Mr. MottoHan. We have another area to consider, and that is the 
$281 billion national debt, and our tax revenues are going to have to 
exceed our expenditures in order to liquidate that debt. 

Secretary Humpurry. I have been asked about that a great many 
aie and my feelings about it is simply this: 

I do not think that it is the part of prudence, nor good sense, nor 
good economics to reduce the debt while we have the necessity for the 
tremendous percentage of our total taxes going for our defense. 

I think at this time, just as it was in previous times, the way the 
debt was reduced was when we had a big opportunity to make a big 
reduction in defense expenditures. When you think that only 10 
years ago our friends of today were the ones we were fighting, and 
vice versa, you see a lot can happen over a 10-year period, in some 
way at some time I think this defense burden for the whole world is 
going to be substantially reduced. It has to be. I think too much 
money is being spent by the whole world. I think the people of the 
whole world are spending too much of their time and effort in mak- 
ing things to fight each other which become rapidly obsolete, so that 
they have to be continu: lly replaced. 

[ think that at some point the defense burden is going to be re- 
duced substantially in one way or another for the whole world, and 
we will participate in it. 

When that happens, I think that is the time when you will have 
a big reduction in your expenditures, and your taxes w ill come down 
slower than your reduction in expenditures, and the difference will 
be applied over a period of time to a reduction of the debt. 

That is exactly the situation we had a few years ago when we had 
a balanced budget. How did that occur? That occurred first because 
after the war we reduced our military expenditures very rapidly and 
our taxes much lower, and the difference was applied to the debt. 
Then we had a balanced budget again, and how did that occur/ That 
occurred because we were under the threat in Korea of a world war, 
and we put our taxes way up, and then we could not spend the taxes 
as fast as we thought we could, and we collected in more money than 
we spent, and the budget was balanced. 

When you get two- thirds of our money spent for this one defense 
item, and then you get a great swing in it, you get changes in your 
whole budgetary situation. That is the time when I think, from a 
practical point of view, anda good, sound, economic point of view, you 
will begin to make reductions in your national debt. 

Mr. Moutonan. Do you not feel that rather than relying upon 
these instances which you have just mentioned, we should have some 
planned program or some taxes for the purpose of retirement of the 
debt ? 

Secretary Humrenrey. Not every time—not all the time. No; I do 
not think you could do it. I do not think you can do it all the time. 
I think when your expenditures are as high as they are today, and 
when your taxes are as high as they are today, you cannot add more 
taxes to reduce the debt. 
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Mr. Motionan. Do you not feel that we have a greater ability to 
pay now by reason of this greater amount of n: itional income than 
we have ever enjoyed ? Do you not feel we have a greater ability 
to pay now on the national debt ? 

Secretary Humpurey. We have a greater ability, but it is not, in 
my opinion, sufficient when you have this burden of expenditures which 
we have today. I think you are taking too much out of the economy, 
and I do not think you can do it. 

Mr. MotioHan. We have been afield somewhat, and may I get back 
for just a moment to our original reasoning in asking you to meet 
with us. 

Mr. Meader a few minutes ago asked about this $882 million tax 
loss this year on this tax amortization program. I believe you said 
that it may be that some revenue would in all probability come back 
from accelerated business conditions in other fields, and as a result 
of a greater potential and therefore a greater tax source. 

Secret: ry fae MPHREY. I would not know what percentage it would 
be, because I do not know that you could probably figure it out, but 
you know you have more property probably in operation earning 
money today than you would have if you had not spent that money. 
How much more you have, as I say, I do not know, and I do not think 
anybody can tell. 

Mr. Motioran. In the final analysis, about the only tax which would 
be lost on this $882 million, or on this principal amount, would be that 
which in the long range would be occasioned by reason of a tax 
reduction such as the excess-profits tax. 

Secretary Humpnurey. That is the big change. 

Mr. Mottonan. However, in the reverse, if the situation should 
demand that we have increased taxes, the Government would get 
the benefit ? 

Secretary Humpnrey. Yes, sir. 

Mr. Motionan. It is one of those intangibles which one cannot 
evaluate ? 

Secretary Humpnurey. That is correct. 

Mr. Meaper. If the excess-profits tax went back on, after all these 
properties had been amortized, then these people would be much better 
off if they had never asked for a certificate; would they not ? 

Secretary Humpnrey. There would be a lot of people trying to 
reverse their decisions, and that has happened before, you know. 

You can go back over 30 years, I think, probably, and a lot of people 
did not have as much excess-profits credits as they would like to have 
had, because they wrote it off earlier. 

Mr. Mottonan. Mr. Younger? 

Mr. Youncer. No questions. 

Mr. Mottowan. Mr. Minshall? 

Mr. Minsuatxi. No questions. 

Mr. Mottonan. I think probably, Mr. Secretary, our inquiry into 
the railroad situation probably points up one of the oldest of par- 
ticular concern to us insofar as fringe operations is concerned. It 
did not fully carry out the intent of Congress or, at least, the intent of 
the Congress was not fully implemented. Would you agree with that ? 

Secretary Humpnurey. As I said earlier in regard to the railroads, 
T am not prepared to discuss the railroads in detail, because I know of 
no details of any particular case. 
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I was asked to talk about the general principle of this, and why 
have taken the position I have, which is to restrict it. 

I believe they should be restricted, as I have said and I think that 
without having the evidence of a particular case, as I said before, there 
might be some case which was justified. 

I think that that is the type of activity where is would be more dif- 
ficult, and should be more difficult, to make a case which justifies 
rapid depreciation. 

Mr. Mottonan. However, I gather you are for a continuation of the 
tax-amortization program on this limited basis? 

Secretary Humpnurey. In a very restricted way. 

Mr. Motitonan. You are for it, but in a restricted way? 

Secretary Humpurey. Yes, sir; 1 am, I think in a very restricted 
way. I think it is probably desirable to provide it, prov ided i in prac- 
tice it proves it can be restricted, and if on a restricted basis, we should 
find that it was not practical, and that this gray area was too difficult, 
I would be inclined to come back to you again and revise my ideas 
about it and perhaps recommend repeal, but I do not do that at this 
time. 

Mr, Mottonan. Thank you very much, Mr. Humphrey. You have 
been very interesting and very informative and have certainly told 
me a very great deal which I did not know; and I am quite sure all 
of us have profited by your being with us. 

Secretary Humpurey. Thank you very much. 

Mr. Motion. We will now stand in recess until tomorrow morn- 
ing at 10 o’clock, when we will hear Mr. Seder the vice president of 
the Association of Americ: an Railroads. 

( Thereupon, at 11:25 a. m., the subcommittee adjourned, to recon- 


vene at 10 a. m. of the follow: ing day.) 
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STUDY OF THE TAX AMORTIZATION PROGRAM 
(RAILROAD FREIGHT CARS) 


TUESDAY, JULY 19, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON LeGaL AND Monetary AFFAIRS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, at 10:15 a. m., in the committee room of 
the House Committee on Government Operations, Hon. Robert H. 
Mollohan (chairman of the subcommittee), presiding. 

Members present: Robert H. Mollohan, Martha W. Griffiths, J. 
Arthur Younger, and William E. Minshall. 

Also present: Jerome S. Plapinger, subcommittee counsel, and 
Curtis E. Johnson, staff director. 

Mr. Morionan. A quorum being present for hearing purposes, this 
meeting of the Legal and Monetary Subcommittee of the Government 
Operations Committee of the House is interested this morning in the 
tax amortization program, continuing our hearing from a previous 
meeting. 

We will hear this morning Mr. A. R. Seder, vice president of the 
Association of American Railroads. 

Mr. Seder, I understand you have a prepared statement. 

Mr. Sener. I have, sir. 

Mr. Motionan. Proceed, please. 


STATEMENT OF A. R. SEDER, VICE PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS; ACCOMPANIED BY ARTHUR GASS, 
CHAIRMAN, CAR SERVICE DIVISION; AND THOMAS L. PRESTON, 
GENERAL SOLICITOR, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Sever. Mr. Chairman, ladies and gentlemen of the subeommit- 
tee, my name is A. R. Seder. Iam a vice president of the Association 
of American Railroads, with offices in Washington, D. C. That asso- 
ciation is a voluntary association of railroads, including in its mem- 
bership railroads operating approximately 95 percent of ‘the total rail- 
way operating revenues 

Before discussing the effects of the tax amortization program on 

railroads, there is one point which is vital to a proper understanding 
of what that program seeks to accomplish and what it has accom- 
plished. I want to make it abundantly clear that there is no element 
of tax forgiveness involved. Deductions from gross income are al- 
lowed for the amortization of emergency facilities in lieu of deduc- 
tions for depreciation. The total amount of the deductions is the same 
whether taken under the amortization provisions or the depreciation 
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provisions of the Internal Revenue Code, and in no case can such 
amount exceed the cost of the facility. The only difference is in tim- 
ing. Under the amortization provisions of the code, the total deduc- 
tions are spread over a 5-year period, and when that 5-year period 
has terminated, no further deductions are allowed even though the 
facility continues in productive service. At the most, amortization is 
no more than a 5-year loan of a part of the cost of the facility, which, 
of course, must be repaid over the life remaining in the facility after 
the amortization period has terminated. The language of the statute— 
as well as its legislative history—makes it abundantly clear that tax 
amortization does not lessen the amount of income subject to tax. 

Tax amortization of emergency facilities first was made a part of 
the Internal Revenue Code through an amendment included in the 
Second Revenue Act of 1940, and became section 124 of the Internal 
Revenue Code of 1939. Without going into details of the testimony, 
it is clear that the fixing of a 5-year amortization period over which 
the cost of an emergency facility might be spread and deducted from 
gross income rather than the allowance of the same amount of deduc- 
tion spread over the physical life of such facility was intended to 
defer, but not to forego, the payment of taxes. Such deferral was 
intended to provide an incentive for the use of private capital in 
producing the facilities needed for prosecution of the war. 

The provisions of section 124 of the Internal Revenue Code of 
1939 were terminated in September 1945. The Senate Finance Com- 
mittee, when considering the Revenue Act of 1950, added section 124A 
to the 1939 code which had the same objectives as the earlier section 
124. In reporting this addition, the committee reiterated the proposi- 
tion that it proposed merely to postpone but not to forego taxes, when 
it said, in part: 

The amortization of the adjusted basis of any such (emergency) facility is 
to be spread over a period of 60 months, the deduction to be in lieu of the 
present deduction for exhaustion, wear and tear, and obsolescence provided 
for in section 23 (1) of the code (S. Rept. No. 2375, 81st Cong., 2d sess.) 

The Congress again reviewed, approved, and adopted provisions for 
amortization deductions in respect of emergency facilities with no 
substantive change, when it enacted the Internal Revenue Code of 
1954 to supersede the 1939 code. 

The question naturally raised is: Have the amortization provisions 
of the tax statutes been productive? The Office of Defense Mobiliza- 
tion has given its answer to this question in its official press releases, 
where it says: 


The main purpose of the amortization program is to expand private industry’s 
productive capacity to meet mobilization goals. Unlike the situation during World 
War II, Government ownership of defense facilities during the emergency 
period is being held to a minimum. To a great extent this is being accom- 
plished through the accelerated tax amortization, program. 

Coming back to the railroads’ participation in the tax amortization 
program, they are particularly interested in four of the mobilization 
goals set by the Office of Defense Mobilization, namely: Goal No. 
68; freight cars; goal No, 135, railroad terminal and road facilities; 
goal No. 152, locomotives; goa] No. 221, railroad passenger cars. 

The following tables will show the certificates of necessity which 
have been reported as approved by the Defense Transport Admin- 
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These statistics give the overall 


picture and include the acquisitions and construction by members of 


the Association of American Railroads. 


Then there follows, Mr. Chairman, four tables with a considerable 
number of figures. I think they are perhaps in the record. 


Freight cars 


Cars 
3 Jan. 1, 1951, to June 30, 1951 86, 899 
: July 1, 1951, to June 30, 1952 ; 159, 905 
July 1, 1952, to June 30, 1953 ‘ 36, 655 
July 1, 1958, to June 30, 1954 28, 484 
July 1, 1954, to June 30, 1955 18, 575 


Total 330, 518 


1 1 ease certified Dec. 22, 1950, 6,000 cars, $31,587,000 (80 percent). 


Amount 


| $443, 581, 708 
2 1, 026, 351, 970 
258, 943, 402 
216, 478, 400 
217, 712, 254 


2, 163, 067, 


734 | 


A mortizable 
imount 
$354, 865, 366 
724, 720, 338 
181, 260, 381 

151, 534, 880 
185, 055, 415 


1, 597, 436, 380 


2 $62,739,598, 10,599 cars, July 1, 1951, to Sept. 31, 1951, at 80 percent equals $50,191,678; $963,612,372, 149,306 


ears, Oct. 1, 1951, to June 30, 1952, at 70 percent equals $674,528,660. 


Note.—The percentage of cost allowed for amortization purposes has not remained constant. 


It was 


80 percent to Oct. 1, 1951, applicable to 97,498 cars, at which time it was reduced to 70 percent applicable to 


214,445 cars, and then increased to 85 percent on July 1, 1954. 
tion at this latter rate. 


Railroad terminal and road facilit 


Jan. 1 to June 30, 1951 

July 1, 1951, to June 30, 1952 
July 1, 1952, to June 30, 1953 
July 1, 1953, to June 30, 1954 
July 1, 1954, to June 30, 1955- 


Totel.... 





ies 
Amount 


$40, 240, 364 
96, 964, 583 
196, 486, 097 
110, 803, 956 
94, 563, O91 


Amount 


! $303, 603, 534 
2 834, 119, 144 


392, 818, 994 | 


201, 054, 633 
166, 844, 075 


1, 989, 440, 380 


539, 058, 091 | 


18,575 cars have been approved for amortiza- 


Amortizable 
amount 


| $26, 101, 336 
| 43, 634, 062 
| 81, 003, 714 
} 44, 321, 582 
54, 945, 847 


250, 006, 541 
| 


Amortizable 
amount 


$197, 342, 297 
468, 786, 133 
216, 050, 446 
110, 580, 048 

91, 764, 241 


1, O84, 523, 165 


$65, 133, 926 


Note.—The percentage of cost allowed for amortization purposes varies with the type of facility and has 
ranged from 40 to 65 percent. 
Locomotives 
Number 
Jan. 1, 1951, to June 30, 1951 ‘ 1, 847 
July 1, 1951, to June 30, 1952- - 5, 158 
July 1, 1952, to June 30, 195: 2, 282 
July 1, 1953, to June 30, 1 i 1, 209 
July 1, 1954, to June 30, 1955 - - 764 
Ns ce het awa xaseealas 11, 260 
1 Ist certification of locomotives, Jan. 29, 1951. 
2 See the following: 
$100,206,040, 671 units, July 1, 1951, to Sept. 23, 1951, at 65 percent 
; $733,913,104, 4,487 units, Sept. 24, 1951, to June 30, 1952, at 55 percent 


Total... 
NOTE, 


403, 652, 207 


468, 786, 133 


Here again, the percentage of cost allowed for amortization purposes has not remained constant, 


It was 65 percent to Sept. 24, 1951, applicable to 2,518 locomotives, at which time it was reduced to 55 percent 


which thus far has been applicable to 8,742 locomotives. 
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Passenger cars 


Amortizable 


Amount amount 


Se RE on ik nda cose sched eeenceedasbascbees d $3, 345, 000 $1, 672, 500 
July 1, 1951, to June 30, 1952 ae 

July 1, 1952, to June 30, 1953 

July 1, 1953, to June 30, 1954 . 33, 508, 171 26, 806, 537 
July 1, 1954, to June 30, 1955 cea 75, 165, 594 60, 132, 475 


112, 018, 765 | 88, 611, 512 


Note.—The percentage of cost allowed for amortization purposes was 50 percent in 1951, which was 
increased to 80 percent in April 1954 when goal No, 221 was established. 

Mr. Motionan. We have them. Those are available. 

Mr. Sever. If you don’t mind then I might skip them. 

Mr. Motnonan. Skip them and make whatever reference you want 
to in passing. 

Mr. Sever. As to freight cars, I might say that over the entire 
period the number of cars for which certificates have been reported 
was 330,518; that the total investment of cost of those freight cars is 
$2,163,067,734; and that the amortizable amount in perc entages varied 

as between the periods as indicated here was a little over $114 billion. 

As to railroad terminal and road facilities, the total cost of projects 
for which certificates were approved is somewhat over $539 million, 
of which $250 million was the amortizable amount, with the percent- 
ages ranging from 40 to 65 percent. 

In the case of locomotives, there were 11,260 units, with a cost of 
$1,898,440,380, of which the amortizable amount was a little over a 
billion dollars. Here again is recited the variation in percentages of 
amortization. 

Then in passenger cars, which is not a large program, the total 
number of cars was 647 ; the total cost was $112,018,765; and the amor- 
tizable amount was $88,611,512. 

Now resuming, while the above tables apply to all approved certifi- 
cates, they, of course, relate primarily to class I railroads, i. e., rail- 
roads having more than $1 million of operating revenue per annum 
which are members of the Association of American Railroads. I have 
talked from time to time with responsible officials of a number of our 
members and, therefore, am in position to say that the tax-deferment 
incentive of the Interne] Revenue Code did influence their acquisitions 
and/or construction of emergency facilities. 

It seems clear to me from my several conversations that the incen- 
tive offered by the tax- amortization program has been most helpful 
in producing increases in railroad c: apacity considerably beyond what 
it would have been without this incentive. 2 

The emergency period, as that term is defined in the statute, is still 
with us. As to whether or not the incentive derived from tax defer- 
ment will cause the railroads to fully complete the mobilization goals 
with their own resources, much will depend upon the financial con- 
dition of the individual companies. That is where the tax deferment 
produced by rapid amortization is a big help. 

It should be emphasized, I think, that by reason of the system of 
free interchange—-without which there could be no such thing as a 
national transportation service by rail-freight cars of a given owner- 
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STUDY OF THE TAX AMORTIZATION PROGRAM 99 





ship do not remain always on the owner’s rails. The cars must be 
moved through to destination without transfer of lading. Agreed car 
service rules provide for return loading in normal times in the direc- 
tion of home, but in times of car shortage or other emergency, such as 
mobilization, the car service division of the Association of American 
Railroads is vested with plenary power to order cars from one section 
of the country to another without regard to ownership. And the 
Interstate Commerce Commission is fully empowered to do likewise, 
its orders carrying severe penalties for failure to comply. 

From the standpoint of defense, it is the adequacy of the national 
car fleet that matters. The adequacy of individual railroad ownership, 
viewed oer from the fleet as a w hole, would appear to be of secondary 
significance. The significant fact is that every new car, irrespective 
of who may have pureh: ised or constructed it, means a car added to 
the fleet, an additional car available for defense wherever most needed. 
No question of eahuennie is significant here. Every new car put in 
service directly adds to the defense potential. 

It seems clear that sound policy for the duration of the emergency 
calls for the inducement of amortization of freight cars so long as 
that inducement is needed and the overall goal has not been re: ached. 
There can be little doubt that to cancel the amortization program at 
this time would at once result in a falling off of car orders below 
what they otherwise would be and thus retard, rather than further, 
the interest of national defense. 

In this connection it should be noted that Commissioner Clarke 
pointed out that the aggregate carrying capacity of this national- 
car fleet had been increased about 3 percent since the amortization 
program became effective. 

It is particularly significant in its bearing upon mobilization needs 
that new cars, acquired under the tax-amortization program, having 
increased carrying capacity will be of increased effectiveness if called 
os in the national defense. This is only with reference to carrying 

capacity. Their availability for uninterrupted service because of not 
having to be “shopped” further adds to their potential effectiveness 
ina mobilization effort. 

At this point, I should like to depart from my prepared statement 
to mention briefly two matters which seem to have been overlooked in 
the discussions had by this subcommittee with previous witnesses. 

The first is that regardless of capacity for production of so-called 
shooting material, as Secretary Humphrey spoke of it yesterday, 
such material is of no value unless it is transported to the point at 
which it can be used. That is where the freight car comes in, and it 
should be remembered that the railroads transported about 90 per- 
cent of all so-called war traffic during World War IT. 

The second point has to do with the difference between a regulated 
and nonregulated industry. I trust, Mr. Chairman, that you and 
members of the subcommittee will remember that a regulated industr y 

cannot raise its prices at will simply because the cost of doing busi- 
ness has increased. It must go through tedious, long-drawn-out es- 
tablished procedures in an effort to secure authority to increase its 
prices from the appropriate regulatory body. 

Now, resuming my prepared statement : 
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One point that seems obvious, but which appears to need emphasis, 
is that the acquisition or construction of any new facility necessitates 
the expenditure of capital moneys, and the availability therefore of 
an amount of cash substantially in excess of what may become avail- 
able through the medium of‘a temporary deferment of 1»come taxes. 

Let us examine the cost of financing a single new freight car costing 
8, 000. To get reasonably provident ‘terms it is necess: ry to pay about 

25 percent of the cost upon delivery of the car. That is $2,000 of cash. 
The balance of $6,000 is borrowed through the medium of equipment 
trust certificates maturing in equal annual installments over at most 
15 years, or $400 per year. By the end of the first year, a payment of 
$400 is therefore required, m: mene a total of $2,400 cash which must 
be provided within the first year. This is, of course, exclusive of in- 
terest which for the first year at 3 percent would be $180. Let us 
assume, too, that the car was acquired on January 1 and was covered 
by a tax-amortization certificate for 85 percent of cost, or $6,800. 

The allowable deduction for the first year would be the excess of 
20 percent of $6,800, or $1,360, over nor mal depreciation of $210.80 at 
3.1 percent, which was the average rate in a very recent period for all 

railroads. This is $1,149.20. The tax deferment for the first year, 
uetually realized in large part during the second year, would be 

$597.58. The railroad, in this case, would have to produce for the 

first year of amortization, $1,802.42 of cash in excess of the tax 
deferment for that year, or more than $3 for every dollar of tax 
deferment. This situation is somewhat alleviated by the end of the 
fifth year when tax amortization is completed, but even at this point 
the cash outlay of the railroad, again exclusive of interest on equip- 
ment obligations, will have exe eeded tax deferment by $1,012.10. 
Thereafter liquidation of the tax deferment will cost the railroad 
$109.62 in increased income taxes every year of the life of the car, 
assuming no change in tax rates. 

This very simple illustration should make it entirely clear that the 
purchase of new freight cars or of any new or improved facilities, 
even where tax amortization is availed of, requires financial resources 
and a level of earnings from which cash can be made available. 

It is entirely understandable, therefore, that when railroad traffic 
began to decline rather precipitously in the fall of 1953, the railroad 
industry should have taken a very sharp look at re salities to see, not 
only what prudent management could justify in the way of new facili- 
ties, but what it would be. possible to pay for. 

In the case of freight cars there was a mounting surplus of idle cars, 
constituting a current economic burden rather than benefit. In the 
i12-month period ended July 31, 1954, which in effect was the year 
following the end of hostilities in Korea, railroad operating revenue 
dropped 10.3 percent, net railway operating income was down 27.5 
percent, and net income was off 33.1 percent. In addition to the de- 
crease in revenues, there had been substantial increases in wage and 
material costs contributing to the decline in net income. 

While an upward trend in economic activ ity began in October 1954, 
the results for 1954 showed a decline of revenues from 1953 of 12.1 
percent, while net income was 24.5 percent under 1953. The rate of 
return upon net investment in 1954 was but 3.28 percent for the rail- 
road industry as a whole. And since acquisition of new facilities 
and cars must be made by individual railroads, it is further significant 
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to note that 35.3 percent of the total net investment was in companies 
which earned less than 3 percent, while only 21.5 percent was in com- 
panies which earned as much as 5 percent. 

The result from the standpoint of net rate of return of the railroads, 
as compared with another group of closely regulated industries, the 
so-called public utilities (electric power, gas, telephone, telegraph, et 
cetera) and consequent access to capital money, is illustrated in the 
following table. These figures are taken from the publications of the 
National City Bank of New York and indicate for the several years 
shown, the percentage that net income was of stockholders’ equity 
(capital and surplus). While the percentages shown are computed 
upon a different basis than the rate of return of 3.28 percent for class I 
railroads in 1954, cited in the foregoing, they are in themselves entirely 
comparable and tell the story. 


Percent of return on capital and surplus 











eet | 
Foxe Public ae ar Publie ie 
Year utilities Railroads Year utilities Railroads 
ames one z : pn iaiceeeane _— 
Wie esti Nh Sega, 8.8 3.2 || 1952. __- 9.0 | 5.5 
106)... .. cnire ciel 9.8 5.6 || 1953. __- 9.2 5.7 
1951_....- a 9.0 | 4.8 || 1954 : 0.3 | 4.1 


While simple averages of these figures may not be entirely sound 
statistically, such average of 9.2 percent for public utilities for the 
period is nearly double the 4.8 percent average for the class I rail- 
roads. This points out the meagerness of earnings from which the 
railroads can generate funds for new cars or any other new facilities. 
This meagerness is further intensified by the decline in purchasing 
pli of the dollar. For example, a 50-ton steel double-sheathed 
0x car Which in 1941, just before World War IT, cost $2,979, would 
have cost $6,765 in 1954, or 2.27 times as much. To put it otherwise, 
a rate of return based upon an investment much of which was made 
in preinflationary times, and which once might have been adequate to 
provide for capital improvements, can no longer supply the necessary 
funds. The inadequacy of railroad earnings to meet current demands 
upon the industry must be obvious. 

As previous testimony in this proceeding has pointed out, the rail- 
roads have made substantial additions of new freight cars, new loco- 
motives, and other new facilities to their properties since tax amorti- 
zation became available again about the first of 1951, and would have 
made even more during the years 1951 and 1952, had it not been 
for the inability to secure sufficient allocations of steel during a part 
of that period. What has happened to interfere with the program 
since that time has just been stated. 

A critical examination of circumstances surrounding the acquisi- 
tion of new freight cars in the years 1947, 1948, and 1949, when tax 
amortization was not available, appears now to be in order. During 
that period the class I railroads installed an average of 77,870 new 
freight cars per year, a little in excess of the average of 71,838 cars 
installed in the 1951-53 period. 

The fact is that the railroads came out of World War ITI with a 
fleet of freight cars that bore the marks of war and needed rehabili- 
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tation. Old cars that should have been scrapped had been kept moving 
freight, no matter how badly patched they were, or how uneconomical 
their use might have been. In other words, during the war the rail- 
roads, figuratively speaking, ran the wheels off their car fleet in the 
defense effort. During the years 1942-45 an average of only 27,927 
cars per year was retired. In 1946, a real start was ‘made in retiring 
56,540 wornout cars, while in the period 1947-49 the average annual 
retirement was 73,800. The construction activity in new freight cars 
in the 1947-49 period was the readjustment of the car fleet following 
the results of the war. 

Moreover, this readjustment and rehabilitation of the car fleet was 
done in the light of the postwar freight demands which, contrary to 
what happened to net income, held up remarkably well. In 1947 cars 
of revenue freight loaded were 4.4 percent greater than the average 
loaded during the war years 1942-45; in 1948 the cars loaded were 0.2 
percent in excess of the war years average; and in the recession year 
1949 the volume was still 84.2 percent of the wartime average. 

The answer to this apparent paradox of a continued high volume of 
freight business, and greatly reduced net income, as compared with 
the war period, lies in two principal areas. First and foremost was 
the drastic decline in passenger revenues with the disappearance of war 
passenger travel and removal of restrictions upon the private auto- 
mobile. Passenger revenues, which in the period 1942-45 averaged 
$1,547,000,000 annually, fell to an average of $929,456,000 per year in 
1947-49, a loss of $618,000,000 against which there could not be a 
substantial reduction in cost. 

The other factor contributing to the situation was failure of the 
freight-rate level to keep pace w ‘ith rapidly rising costs. While wage 

rates and prices of fuel, materials and Supplies increased approxi- 
mately 47.9 percent between the average for the war period and the 
average for the 1947-49 period, average revenue per ton-mile of freight 
increased only 28.5 percent. It must be evident, therefore, that ‘the 
depressed income of the 1947-49 period was not attributable to any 
factor related to freight car requirements. 

One further element which, as I have pointed out, has a great deal 
to do with the ability of a railroad to acquire freight cars, or any 
other facilities, is its cash position. The railroad industry came out 
of World War II when it was unable to make capital improvements 
it would otherwise have made because of inability to secure materials 
and manpower shortage, with a greatly improv red treasury. The fol- 
lowing table indicates how net “working capital, re presenting total 
current assets (excluding materials and thee. 08 minus total current 
liabilities was built up during the war and what the relative position 
was when the car-building program of 1947-49 was undertaken. The 
figures are shown in millions of dollars : 


Millions | Millions 
0 
a ae Dollare 
i ee ae OS ET a a 746 
co Se | |. ee Be Ny Ie os cnnisintiis inbtiuwerilineiens hibed 658 
ONE Mig: MPD a cn ncsscntcnenasenaieateineiidiaes a Fae ccc ticasneeceeeecneindns 806 
i ey Sa Lc 27k | TOC id IP iierks Sire ntnotininnte 531 
a ye aes ee Te Le De0rEi 100s... i te 676 
FOB BE iS sieticns bickprcireatitas en (Pe ee aa eee 5 
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As has been pointed out in previous testimony, the railroads view 
the present freight car situation with deep concern and are taking 
steps to improve it, both through stepped-up orders for new equip- 
ment and an accelerated program for repair and upgrading of exist- 
ing cars. The latter measure, of course, is productive of the most 
immediate results. 

This program is made possible by the improved level of industrial 
activity, and prospect of greater net income in 1955 than in 1954, and 
in anticipation that the Za parte 175 surcharges will be made a part 
of the regular freight rate structure instead of being allowed to expire 
on December 31, 1955. Without the x parte 175 surcharges, the situ- 
ation with respect to new-car orders could easily revert to what it was 
during the depression in the thirties. And third, but not least, is the 
expectation of assistance in the first stages of car ownership, offered 
by the tax amortization program. 

To summarize briefly : 

1. Tax amortization is in no sense tax forgiveness. 

2. Tax amortization meets only a part and not even a large part of 
the initial cash outlay required for property additions. 

3. The rate of return earned by the railroads continues depressed, 
and provides little incentive for the investment of new money. 

4. The car construction program of the 1947-49 period when tax 
amortization was not in effect, was an aftermath of World War IT, 
in a situation that is in no way comparable to that faced today. 

5. Tax amortization has influenced the purchase of cars and the 
installation of other new facilities which will help to meet the de- 
mands of possible mobilization. Its continuance as an assistance to 
a stepped-up program is essential. 

Mr. Motitouan. Thank you very much, Mr. Seder. Mr. Plapinger, 
the subcommittee counsel, will proceed. 

Mr. Piapincer. Mr. Seder, how many members does the association 
have? 

Mr. Seper. There are 126, I believe, class I railroads, which are 
members, 5 Canadian lines are members, the National Railways of 
Mexico, and some affiliated railroads, so the total number of mem- 
bers is 196. Then there are a number of short-line terminal com- 
panies, and so forth, that have a limited membership and participate 
in the publications of the association and research and that sort of 
thing. 

Mr. Puartncer. Is that latter group represented on your board ? 
Do you have a board of directors ? 

Mr. Seper. There is a board of 21 directors, all of whom are chief 
executives of class I railroads. 

Mr, Puiapincer. And how is your organization supported, sir? 

Mr. Sever. It is supported through assessments upon the members 
proportional to their gross revenues, 

Mr. Puaprncer. How much of a staff does the AAR have? 

Mr. Sever. The AAR has a staff somewhat in excess of 600 people, 
of whom at least half—am I right, Mr. Gass ?—are in the car service 





division, having to do with car supply and distribution. 

Mr. Piaprncer. You mentioned in your statement, sir, that you are 
a vice president. What, specifically, is your function in the asso- 
ciation ? 
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Mr. Sever. My department is the finance, accounting, taxation, and 
valuation department. 
Mr. Piapincer. You stated, on page 1 of your statement, that the 
total amount of deductions is the same whether taken under the amor- 
tization provisions or the depreciation provisions of the Internal 
Revenue Code, and in no case can such amount exceed the cost of the 
facility. 
Has there been to your knowledge any traffic in freight cars? By 
“traffic,” I mean sales and purchases between railroads. 
Mr. Sever. Not that has come to my attention. That is a very 
unusual thing for such a thing to happen. 
Mr. Prarrncer. Have you ever heard of the International Railway 
Car Co. or the United States Equipment Co. ? 

Mr. Sever. Yes; I think I have. 

Mr. Puarincer. Do you have any idea of the function of those 
companies ? 

Mr. Sever. Well, that, as I recall it—and I am perhaps a little hazy 
on this—is a recent development in which railroads have sold old cars 
to such companies and they have, in turn, rehabilitated them, rebuilt 
them, made new cars out of them, and rented them back to the rail- 
roads. It is a measure that certain railroads took because of lack of 
finances to make the repairs themselves. 

Mr. Puarrncer. In their own shops? 

Mr. Sever. In their own shops. In other words, it would require 
a certain amount—in fact, a substantial amount of capital—money 
right down on the barrelhead, which they didn’t have and which these 
equipment companies were financially organized to supply. 

Mr. Piarrncer. Is it too early to expect that some of the cars that 
have been constructed under the tax-amortization program would 
have been sold to these companies? 

Mr. Sever. Well, I think I can state positively that no such equip- 
ment—no amortized equipment—has been sold to the equipment com- 
panies. 

Mr. Puaprncer. Now, with respect to the difference in timing and 
the fact, as you stated, that amortization is no more than a 5-year loan, 
it is also proper to designate it, is it not, as a 5-year interest-free loan ? 

Mr. Sever. Yes; that is true. 

Mr. Priapincer. And, of course, there is the probability that the 
tax rate may go down as well as go up after the end of the 5-year 
period ? 

Mr. Sever. That is in the lap of the gods: ves. 

TI might say this thing about interest, of course, in purchasing this 
new car, that is an example that I used, while there is a tax-free loan 
as far as the Government is concerned, the railroad is obliged to pay 
interest. The railroad is obliged to pay interest on the money that 
it borrows. 

Mr. Piarrncer. Which it would have to do in the ordinary case, even 
if there were no tax amortization. 

Mr. Sever. Yes; but let’s assume for the moment that without tax 
amortization the railroad just couldn’t buy the car at all. In that 

case, it wouldn’t pay the interest. 

Mr. Praprncer. If the return on invested capital is so small and 
provides little incentive for the investment in new capital, are you 
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suggesting possibly Government aid to the railroads in order to 
spruce up the return ? 

Mr. Sever. No, sir. I am not advocating Government aid at all. 
I am advocating a treatment of the railroads and such change in reg- 
ulations as will permit the railroads to have earnings which are 
comparable to the earnings of other industry. 

Mr. Piapincer. Well, then, are you suggesting an increase in rates, 
sir? 

Mr. Sever. I am not suggesting an increase over the rate level that 
is in effect now. I am saying that I think it is absolutely essential 
to the industry that the present level of rates be extended, be con- 
tinued after December 31 of this year, when it would otherwise expire ; 
and second, that the railroads no longer being a monopoly, as the type 
of regulation they have seems to indicate and does indicate, that they 
be given the authority to make their rates within the field of reason- 
ableness which will permit them to compete for the traffic which they 
are now pretty much foreclosed from getting. 

Mr. Priarrncer. Well, by permitting them to compete, sir, are you 
suggesting then a decrease in rates possibly with a greater— 

Mr. Sper. In some cases, there might even be a “decrease in rates 
which would produce perhaps double the volume and more net. The 


capacity of the railroads is such that an increase in volume is a really 


vital necessity. 

Mr. Piapincer. An increase in passenger traffic, for instance, might 
suggest a decrease in rates, sir. 

Mr. Sever. Well, I am not a rate man, and as far as the economics 
of the thing is concerned, there is a lot of question. If I may say this, 
T don't believe that you or I, if I were a nonrailroad man, would be 
too much influenced by a reduction in passenger rates of half a cent 
a mile or cent a mile or something of that kind if we can jump into 
our own automobile and go from one place to another and have the 
convenience of the automobile. 

Mr. Puaprincer. Sir, I might be if the rates were lower and the 
service were better. 

Sir, concerning this return on invested capital, can this be due in 
part to the heavy funded debt that the railroads have incurred in the 
past ? 

Mr. Sever. I suppose that that has some influence, if you are talk- 
ing about the return on capital and surplus, as distinguished from 
a return on the property investment. Although in the comparison, 
I think that, without having looked that up particularly or refreshed 
my mind on it, I think you will find that public utilities have quite a 
large proportion of debt, too. The fact is, of course, that in latter 
years public utilities have been able to finance through stock issues, 
where the railroads’ market for stock has just dried up. 

Mr. Piapincer. Does the AAR do anything by way of management 
surveys to indicate the efficiency of railroad management ? 

Mr. Sever. No; they don’t. 

Mr. Prarrnoer. On page 2 of your statement you refer to the 
amortization, Congress again reviewing and adopting provisions for 
amortization deductions in respect of emergency facilities. What 
portion of the freight-car fleet do you consider as emergency facilities ? 

Mr. Sever. W ell, when the emergency arrives, 100 percent of the 








106 STUDY OF THE TAX AMORTIZATION PROGRAM 


freight-car fleet is at the service of the Government. for national 
defense. It was so during World War II, and I have no doubt that 
it likewise would be true in another emergency. 

Mr. Puiarincer. What portion of the fleet, sir, do you consider now 
to be attributable or designatable as an emergency facility ? 

Mr. Sever. Well, I just can’t get out of my mind the feeling that 
it is 100 percent of the fleet. 

Mr. PiLApincer. Well, it may be 100 percent in the case of all-out 
war, but concededly we are not in an all-out war. 

Mr. Sever. I understand. My basis as far as preparation is con- 
cerned and availability that whatever the car fleet is today, that is 
what is available for the emergency. 

Mr. Puapincer. In your quotation from the ODM press release, 
you have quoted 

Mr. Youncer. May I interject a question there. I was just wonder- 
ing if you are not inferring that the railroads at their own expense 
should keep a volume of idle cars available for war use. I me: in, Way 
beyond what would be needed. 

Mr. Piaprneer. I have not yet suggested that; no, sir. 

In the ODM press release, which refers to Government ownet ‘ship 
being held to a minimum, and the last sentence of which says: 





To a great extent this has been accomplished through the accelerated tax 
amortization program. 

Was there ever a time when there was Government ownership in 
recent history in the railroad industry 4 

Mr. Seper. The closest that the railroad industry has ever come to 
Government control, of course, was during World War I, when the 
Government took over the railroads and operated them on a rental 
basis. The Government took them January 1, 1918, and returned 
the properties to the corporate owners February 29, 1920, and I think 
washed its hands with a payment of a large sum of money for deferred 
maintenance. That was a job that it was very sorry it had under- 
taken. 

Mr. Puarrncer. Did the association participate in setting the goals 
referred to on page 3 of your statement, sir? 

Mr. Sever. No. As far as I know, these goals were determinations 
made by the appropriate governmental agency. 

Mr. Piapincer. Was there no consultation with the association ? 

Mr. Sever. Of course, there may have been something of that kind 
before I came to the association, which is a little over 3 years ago, 
but since that time I know of no negotiations or anything of that kind. 
I have no doubt that representatives of Government t: iked with asso- 
ciation people in an endeavor to get information and things of that 
sort, but it 1s not my underst: inding that the association had anything 
directly to do with the negotiations. 

Mr. Puapincer. Do you know what the association’s position is on 
the setting of these goals, sir? 

Mr. Sever. Well, when a goal of 1,850,000 cars was set, for what 
date? 

Mr. Gass. June 28, 1950, 

Mr. Motionan. Mr. Seder, for the purpose of the record, would 
you have your gentlemen who are with you identify themselves? 
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Mr. Gass. I am Arthur Gass, Chairman of the car service divi- 
sion, of the Association of American Railroads, 

Mr. Preston. I am Thomas L. Preston, general solicitor of the 
association. 

Mr. Gass. I believe the question was, What was the original de- 
termination or goal? It was for 1,850,000 cars, was adopted on the 
28th of June 1950, to be completed by, as I recall it, midyear of 1953, 
and that has been extended later because of the inability to get 
materials. 

Mr. Piapincer. Did you say, sir, that was adopted by the member- 
ship ¢ 

Mr. Gass. Of the association. That was our goal. 

Mr. Sever. It was accepted by the membership as a goal. 

Mr. Piaprncer. What was the catalytic agent for setting the goal, 
sir? 

Mr. Gass. An assumption which we had from the then National 
Security Resources Board of a percentage of increased traffic over 
1944 levels. 

Mr. Piaprncer. And you say that was in 1950, and you would have 
had 1,850,000? 

Mr. Gass. That was the goal. 

Mr. Puarincer. That would have been only 20,000 cars in addition 
to what you had at the beginning of 1950. 

Mr. Gass. Oh, no. 

Mr. Piaprncer. Less than that. 

Mr. Gass. No; it would have been more than that. You are more 
than likely ee all cars. This is railroad-owned only. 

Mr. Praptncer. I don’t wish to fling your own statistics at you, 
sir, but I have a table entitled “Class I Railroads, Revenue, Freight 
Cars,” and it shows on it that they are st: itisties compiled for the 
1954 annual report of the car service division of the association, which 
shows 1,833,000 at the beginning of 1950. 

Mr. Gass. Now, what page are you on? 

Mr. PLaprneGer. 23 and 24. 

Mr. Gass. I think if you read the headline it includes 83,274 private 
refrigerator cars. You notice in the heading they are private re- 
frigerator carlines, and my figure for the 1,850,000 does not include 
the private carline. 

Mr. PLaprncer. That would be approximately 100,000 in addition ? 

Mr. Gass. Roughly, but, of course, too, taking care of the additions 
to the fleet and contemplating such retirements as may occur in that 
period. This 100,000 is in addition to any retirements. That was 
to meet the traffic demand that was forecast by the National Security 
Resources Board. 

Mr. Piaptncer. Did you meet that? 

Mr. Gass. No, sir. 

Mr. Piaptncer. How far short did you fall, sir? 

Mr. Gass. Well, the present total overall ownership as of June 15 
was 1,719,180. 

Mr. Piarrncer. That is of June 15, 1955? 

Mr. Gass. Yes, sir, that is the overall ownership. 

Mr. Praptncer. Did this goal lose validity in view of the fact that 
ODM had come along in the meantime to establish a goal of 436.000 

cars? 
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Mr. Gass. I don’t think so, because the goal, as I understand it, 
brought up by the ODM in their study was 1,867,000, and that didn’t 
differ materially from the figures I had, and they did include rail- 
roads I did not include because mine, of course, was class I members, 
and theirs included some terminal and switching companies which had 
a demand for cars. 

Mr. Motionan. But their 1,867,000 excluded these 83,000 privately 
owned refrigerator cars, too ? 

Mr. Gass. Yes, sir. 

Mr. Piaptncer. What happened to this goal when—I am still not 
clear as to what happened to this goal when ODM set their goal of 
436,000 cars by July of 1954, I believe. 

Mr. Gass. Well, there has been no change in the goal, because the 
436,000 cars that you are speaking of as additions include an offset for 
the retirements and will come up with about net 1,867,000 at the end 
of the period. 

Mr. Piartncer. When you speak of this net, that is based on a 
retirement of approximately 60,000 cars ? 

Mr. Gass. Not quite that many. It will vary from 50 to 60. 

Mr. Piaprncer. Fifty to sixty. 

Do you think that the establishment of this goal was a feasible 
thing? 

Mr. Gass. Yes; I think so. I don’t think we would have adopted 
it if we didn’t think it was feasible. It was entirely feasible under 
the association’s assumptions we were working on. At that time, the 
National Security Resources Board, taking the traffic levels in 1944, 
which, as I recall, were about 786 billion ton-miles, and giving us a 5 
percent increase over that figure, gave us a definite determinable 
amount of traffic that we would be expected to handle. Having the 
figures of what we did with the traffic in 1944, that is the average 
ton-miles per serviceable car today, and that was about 1,113 net ton- 
miles per serviceable car today, we had a factor that simple arith- 
metic could give you the answer of the number of cars you needed, 
assuming a 5 percent increase over 1944, and allowing for bad order 
cars that amounts to 5 percent. 

Mr. Piarrncer. Is that level of 5 percent constantly maintained ? 

Mr. Gass. No; it is not. At the present time we have about 6 per- 
cent, but at the present time we are making some rapid progress on 
that, reducing it. On March 1 of this year we had 123,603 cars, bad 
order, which was 7.1 percent, and as of July 1 we had reduced that 
to 102,518 or 6 percent. That is a reduction of about 21,000 cars in 
the March, April, May, and June, 4 months period. 

Mr. PiLapiIncer. Sir, getting back to the goal of 436,000 under the 
tax-amortization program, with respect to freight cars, as has been 
brought out in previous testimony, the amortizable percentage has 
been applied to every freight car regardless of whether it is a replace- 
ment or not. Do you think that it would have been a more equitable 
plan to establish an operating fleet norm for each railroad, and then 
apply amortization only to the facilities produced in excess of that? 

Mr. Sever. I don’t think, in the first place, that it is possible to estab- 
lish any such thing as a fleet norm for an individual railroad. The 
cars aren’t handled in that manner. When I was on the Chicago & 
North Western Railway Co., we bought cars occasionally off-line. I 
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can remember instances when cars, from the time that they were loaded 
in the direction of home, at a plant where they were manufactured, 
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took 2 years to get onto our line, and in some cases there would be 
several of them destroyed before they ever got there, sometimes within 
the first year or 2 years or 3 years. 

I was with the Chicago & North Western Railway Co. from 1918 
to 1952, and I remember instances in which cars were built just outside 
of Pittsburgh for the Chicago & North Western to be delivered home 
in Chicago, and as I say, some of those cars didn’t get home for 2 
years, and in 1 order of 500, 4 of them were destroyed in 1 different parts 
of the country, 1 of them out in California, before they ever reached 
our line. 

Mr. Puaprincer. This is the sort of thing that happens to all rail- 
roads; when you buy a freight car, you apparently give your child 
to the world, and you may not see it again for a little while. 

Mr. Sever. That is exactly why it seems impossible to establish a 
reasonable norm of equipment. 

Mr. Puaprncer. But what induces a railroad to buy “X” number 
of freight cars when they will be shunted all over the country? 
Don't they get some quid pro quo in the meantime ¢ 

Mr. Sever. The railroads, of course, are making a contribution to 
the national car needs, because of the national pool. and for the time 
that the cars are off the line, the owning railroad receives a per diem or 
rental rate, which is assumed to be compensatory for the cost of own- 
ership, but without any element of profit. 

Mr. Prartncer. Is there anything that would make the additional 
cars available for the purchasing railroads, whether it be the car they 
purchased or some other car? 

Mr. Sever. Well, not necessarily. 

Mr. PuLapincer. You have painted a picture now that gives no profit 
to the railroad. Why as a business proposition would a railroad buy 
a freight car ? 

Mr. Sever. Because it is part of the transportation property. The 
railroad cannot perform transportation of freight without having 
freight cars, and it is just good common sense to have an adequate 
supply of cars, and in cooperation with all of the other railroads, to 
have an adequate national fleet. 

Mrs. Grirrirus. May I ask a question? Then do you decide to 
buy new cars for a particular railroad when you are paying so much 
rent for cars per day that it would make it profitable to buy a new car? 

Mr. Seper. No, no. 

Mrs. Grirrirus. How do you decide you need a new car? 

Mr. Sever. The decision to buy cars by the individual railroads is 
made on the basis of continuing surveys of the needs of the shippers 
in the locality or in the area served by that individual railroad, and 
this is continually changing as business activity changes, as the char- 
acter of the commodities to be shipped changes. The railroads send 
their representatives out to interview the shippers, find out from them 
what sort of cars they are going to require and how many cars they 
expect to use. The shippers advisory boards are continually meeting 

to make estimates of the cars that will be required, and things of that 
sort. 
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Now, on the basis of these studies an individual railroad will decide 
that it must add, not replace, it must add 1,000 cars of a certain kind 
to is fleet immediately or as soon as it can get them. 

Mrs. Grirritus. Now, I would like to ask a question I have been 

ranting to ask for 2 weeks. Why don’t you people suggest that we do 
away with this tax-amortization program, and that the Government 
stockpile these cars on its own, just like it does ammunition ? 

Mr. Sever. Well, there are a lot of implications in a thing of that 
sort. In the first place, I have no doubt that if the Government had 
a stockpile of freight cars it would expect to use them for Government 
shipments, and I guess the Government is the biggest single shipper 
in the world, using all forms of transportation, of course. The Gov- 
ernment would expect to use its own cars and get a rental for them. 
I don’t think the Government would put these cars in mothballs, nor 
do I think that it would be very economical to do. The cars have to 
be moved periodically in order to prevent excess deterioration, but I 
just think that it would introduce these cars into the fleet just the 
same, and the railroads would be expected to pay the Government for 
the use of those cars and would have extra costs in the moving and 
handling of these particular cars. 

Mrs. Grirrirus. Aren’t you paying rent for all of the cars you use 
now that are not your cars? 

Mr. Sever. Yes, but I am not sure the Government would be satis- 
fied with that sort of rent. 

Mrs. GrirFirns. To make the same deal. 

Mr. Sever. Which is without profit. 

Mr. Gass. May I ask one more question? Don’t you think if the 
Government would have cars that would be a wet blanket on the rail- 
roads making purchases of their own if they knew those were available ? 

Mrs. Grirritus. I don’t know. I wonder why if we are going to 
have a subsidy. 

Mr. Gass. Assume the Government is going to buy cars, what type 
of cars should they buy? There are 87 classes of cars in the fleet. 
They range all of the way from simple boxcars, where certain changes, 
even door widths are important, as to hopper cars, and whether or 
not they are going to be used for ore, which takes a different type than 
the one used for coal, whether or not you are going to buy any stock cars 
on the declining use basis of stock cars, or just what kind of cars are you 
going to buy, and where are you going to keep them. 

If there is no need, as there has been even as recently as 1954, at a 
time when we had 140,000 surplus cars, the 100,000 you bought would 
be added to that, 140,000 and make a greater surplus. 

Mrs. Grirrirus. Isn’t that the answer to the question we are asking 
you on tax amortization? You are not going to be willing to buy this 
stockpile that the Government thinks you are going to furnish, if you 
are not going to need them either, are you ? 

Mr. Gass. No, the answer to the problem is to give the railroads 
adequate revenues and you will not be worried about the equipment. 
They will buy it. 

Mr. YounGer. Just to clear the record. Through these surveys on 
the need for the cars. Each railroad determines the need for its rail- 
road in the way of cars to handle the freight or that particular rail- 
road ; isn’t that true / 

Mr. Sever. Yes. 
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Mr. Younger. Now, each railroad then is supposed to keep in the 
fleet, keep in the pool, the requirements of its own railroad; isn’t that 
true? 

Mr. Sever. Generally speaking, yes. There are variations geo- 
graphically as well as otherwise, but as an illustration, you have some 
railroads in the East and New England, particularly that are princi- 

pally terminating railroads; that is to say, they terminate a great 
many more cars ‘than they originate. They can’t keep foreign cars 
from piling up on their railroad, because they unload so many more 
cars than they have orders to load back toward the West. So it might 
be entirely uneconomical to add to the supply which would just ke “ep 
more cars standing on their lines waiting for a chance to get back 
home empty. 

Mr. Youncer. Yes, but those cars are loaded on another railroad, 
aren’t they ¢ 

Mr. Sever. Yes. 

Mr. Youncer. Your carloadings determine the need for that par- 
ticular railroad, isn’t that true of the surveys that you mentioned / 

Mr. Sever. Yes, that is true. 

Mr. Youneer. And if a railroad has a sufficient number of cars to 
take care of the carloadings on its particular line and they all go into 
the pool, then the pool is sufficient. It wouldn’t make any difference 
about the railroad in New England because it only puts into the pool 
the number of cars that it needs for c arloadings. 

Mr. Sever. You are correct in that, yes. 

Mr. Youncer. So that each railroad puts into the pool the number 
of cars that it needs for carloadings on its own railroad, and thereby 
the pool is kept up in that form; isn’t that true? Theoretically, that 
is the way it works, isn’t it ¢ 

Mr. Sever. Except to this extent, that in that way a railroad which 
neither originates freight or terminates freight would not have to 
supply any cars at all, and you have a number of very important, so- 

called bridge railroads, which receive cars from railroad A and trans- 
port them over their bridge line and deliver them to railroad B, and 
according to your criterion, or this one we are talking about, would 
be required to furnish no cars whatever. 

Mr. Younger. All right. They wouldn’t add anything to the pool, 
and they wouldn't take anything out of the pool. 

Mr. Sever. But they are users of the cars 

Mr. Youncer. That doesn’t make any difference as to the pool in 
taking care of the carloadings, would it ¢ 

Mr. Sever. Not as far as taking care of the carloadings is concerned, 
but as far as the equitable distribution of ownership between railroads, 
this railroad that uses the car, even though it doesn’t load it, cer- 
tainly is obligated to furnish a part of the national pool. That is why 
you can’t just do it on cars that originate. 

Mr. Youncer. There are railroads that don’t own cars, aren't there ? 

Mr. Seper. There are some short lines. 

Mr. Younecer. That do not own cars at all. 

Mr. Sever. That is right. They depend upon their trunkline con- 
nections to furnish them cars, and the trunkline supports them as sort 
of a minor relative in order to get the business that they can originate. 

Otherwise, they have to go out of business. 
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Mr. Youncer. Would you call them a minor poor relative ? 

Mr. Sever. I don’t want to talk about the short lines as being poor. 

Mrs. Grirrirus. I want to ask you one more thing. Bluntly, the 
tax amortization program is not going to produce a single car that 
you don’t honestly expect to use in your business from day to day, 
is it? 

Mr. Sever. Well, | am not going to say that it won’t produce a car 
that isn’t required constantly. 

Mrs. Grirrirus. But over the year you anticipate using it in your 
yearly business / 

Mr. Seper. To the extent that we buy the cars, now, we are going 
touse them. It would be uneconomical not to. 

Mrs. Grirrirus. Here we sit, thinking we are going to get a stock- 
pile of cars out of the program, and obviously, that isn’t true. You 
are giving us reasons and good reasons as to why you need to keep 
using these things all of the time. 

Mr. Seper. That is right, but I do want you to be clear on our 
position here. I don’t believe that the real basis back of the amortiza- 
tion is to produce a stockpile of mothballed equipment. I think it 
is to build up a potential which will be available and which will be 
adequate when the days of an emergency come. 

Mr. Mottonan. What is the difference between the two? That 
takes a fine degree of understanding. What is the difference between 
the two? 

Mr. Sever. Well, the difference between the two is that in case you 
just put the cars on side tracks and hold them inviolate until this 
mobilization emergency arose, and in the other case you exercise the 
cars. 

Mr. Motitonan. But there would be a constant turnover of those 
cars, because I can cite you instances right now where you have car 
shortages, unfortunately, in my home section, in my district, in the 
last 4 weeks, when we had 45 coal mines down, because we didn’t have 
coal cars. 

Mr. Sever. I know, and that is unfortunate. 

Mr. Mottonan. You wouldn’t say we have 100,000 cars now. We 
are going to mothball this 100,000. You would probably have an 
excess numerically of what you might currently need so far as 100 
percent of capacity is concerned of 100,000 cars distributed over the 
entire 1,850,000. They would be rolling stock all of the time. I 
mean, they would be actually in use, although they might be basically 
excess to your maximum requirements if you could utilize 100 percent 
of that loading capacity, which you cannot do. That is an impossi- 
bility. We all recognize that. So actually this statement that we 
make here of mothballing is a misnomer in practical application. 

Mr. Sever. Well, I think that the freight cars ought to be used. 
I think we ought to have more of them. 

Mr. Motonan. Do you agree with me, Mr. Seder, that it would 
be a misnomer, that we could not say we are going to buy 100,000 
‘ars and put them in mothballs. That wouldn’t be a factual state- 
ment ? 

Mr. Sever. That would not be done, no. 

Mr. Mottonan. Even though the Government would buy right now 
100,000 ears, which I am most certainly not advocating, but even if 
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they should do that, those cars would be used possibly not every day, 
but they would be used relatively as much as those that are presently 
making up the fleet. 

Mr. Sever. I tried to make that point ; they would be. 

Mr. Montiouan. What this all comes down to, actually, because 
we have, again I say, relatively no greater capacity now so far as 
practical use is concerned in cars after 514 years of the tax amor- 
tization program than we had when it began, so what we have done 
is modernized possibly. ‘That would seem to be the most liberal state- 
ment we could make; that we have modernized our car fleet, but we 
have the same capacity as we had before, and what the end result has 
been, we have increased the current profits of our railroads, and be- 

cause of the taking off the excess profits tax, they will have a decided 
advantage taxwise over the next 5-year period. That is the hub of 
the whole thing, is it not ¢ 

Mr. Sever. Well, I think you lost sight of the fact that the railroads 
have just not been financially able to do any more than they have done 
and that what they have done has been in part attributable to the tax 
deferment assistance that they have gotten. The situation would be 
worse today if it hadn’t been for that. 

Mr. Mouiouan. In one sense, we play up the importance of our tax 
amortization program here, and in another sense we may play it down. 
So in the final analysis, though, you feel that the tax amortization 
program has played a very strong part in contributions made ? 

Mr. Sever. I think there is no question about that. 

Mr. Mottonan. Now, the reason I said what I did just a moment 
ago, When I said in one sense we play it down, I am talking here about 
your statement of the small part of actual cash that is made available 
by reason of this tax amortization program, of the small part of the 
amount the railroads must lay out in its initial purchase of the car. 

Mr. Sever. Well, my point ‘there is this, that no railroad can take 
advantage of tax amortization and get any benefit from it unless it 
has some additional cash to lay out. 

Mr. Moiiouan. Well, actually, it seems to me, Mr. Seder, that the 
intent of the Congress, and I think most of us are in agreement on 
it, the intent of the Congress was to expand our defense potential and 
if we accept here that we have made only a trivial, you might say, ex- 
pansion of our railroad transportation facilities through the use of 
the tax amortization program, then most certainly it has not served 
its purpose in the railroad transportation picture. 

Mr. Sever. It hasn't produced the overall effect that it was hoped 
to produce, and that is because of circumstances beyond the control of 
the railroads. 

Mr. Motionan. Well, then, don’t we revert back to the original, to 
this statement I made a few minutes ago, and that is that the end re- 
sult has been that the railroads have reaped a tax saving by reason 
of this program, and that it has contributed nothing or practically 
nothing to the expanding of the railroad transportation facilities of 
the country. 

Mr. Sever. What it has done, it seems to me, is to hold the situation 
where it was when otherwise it would have deteriorated. 

Mr. Motitouan. Then you don’t feel the intent of the Congress was 
to expand ; it was more or less to hold the line ? 
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Mr. Sever. Oh, no; I am sure Congress hoped to expand the po- 
tential. 

Mr. Motionan. You know in reality, we are faced in 1949, as I 
understand and your very fine statement pointed it up very well, of 
this 1,833,000 cars that you had at the end of 1949. Some of them 
were older cars, but accepting that as your transportation potential 
carwise at the end of 1949, we come down here to midyear of 1955 and 
we only have 1,801,576 cars, or a loss of approximately 32,500 cars. 
I am speaking unitwise. I understand you have about a 2 or 3 per- 
cent greater capacity of each car. 

Mr. Gass. One point that I would like to make there, you speak of 
this drop of 32,000 cars. Actually, if you would take the position 
that we were in at the outbreak of the Korean incident, we owned 
705,196 boxcars; as of June 1, 1955, we owned 716,653. Now, there 
is an increase of 11,457 of that type of car. 

With respect to railroad refrigerator cars, at the time of Korea we 
owned 18,841. 

Mr. Motionan. Is that in addition to the 83,000 that were privately 
owned ? 

Mr, Gass. Yes; these are railroad owned, 18,841, and as of June 1, 
19,273, which is an increase of 432. 

We owned 287,740 gondolas at the outbreak of the Korean incident. 
Now we own 287,793, which is an increase of only 53 cars. 

Covered hoppers, which is a type to some extent replacing boxcars 
for the movement at the time of Korea was 21,381 and now 38,647, or 
an increase of 17,266 units in that type of equipment. 

Likewise, in flatears we have had an increase from 46,782 to 47,866, 
which is an increase of 1,084. 

In all other types, which include your woodpulp racks and cars 
of that type, we had 32,555 at the time of the Korean incident and 
now we have 44,079, and that is an increase of 11,524 cars of that 
particular type. 

Now, there has been a big reduction—and I think you are particu- 
larly interested in that—in hopper cars. They are your so-called coal 
ears. At the time of the Korean outbreak we owned 564,820, and as 
of June, we owned 527,238, and that is a reduction of 37,582. 

Now, there is a reason for that, sir. If you will go back to 1950, 
which is the time I am taking, for other comparisons in your coal 
production, in 1950, energy produced by coal was 41.4 percent of the 
total energy production. In 1954 it was 29.3 percent. Now, there is 
a reason for the difference. Because of the dieselization of railroads, 
where we normally had on hand cars for rapid distribution 40,000 
cars of coal in 1950, now we carry 8,500. That is a reduction of 
32,000 cars, which practically offsets the 37,000 reduction in owner- 
ship; but on top of that is the reduction of coal as a producer of 
energy, and that, as I might point out, is largely due to the increase 
in the use of petroleum, because in 1950, the year I am speaking of, 
the petroleum accounted for only 35.1 percent of the energy produced: 
in 1954 it accounted for 41.8 percent. That is while coal was taking 
a reduction under say the 1920 level, when they produced 78.2 percent 
of the total energy produced. As of 1954 that had gone down to 
29.3 percent, and using petroleum in the same comparison it went up 
27.3 percent. So the need there was more for tank cars than it was 
for coal cars. 
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Mr. MotioHan. Now, of course, the figures you are quoting there 
are something which are pretty close to us who come from West 
Virginia, and, of course, I can make a speech on that, and I am 
ready now. 

Mr. Gass. Residual oil. 

Mr. Mo.iowan. Yes, sir. 

Basically, while this 20 percent may be true, it is then 29 percent 
of what? Twenty-nine percent might very well be tonnagewise as 
well as the 41 percent. 

Mr. Gass. Well, as an example, up to July the bituminous coal pro- 
duction this year has been 227 million tons as compared to 190 mil- 
lion tons in the same period last year. Now, the consumption of 
bituminous coal in that period from 1954 to date is 161 million, where 
now it is 167 million. 

Mr. Motionan. 1954 was our darkest year in the so-called modern 
area, because many of your railroads are 

Mr. Gass. There was a time when 27 percent of the total tonnage 
was coal. 

Mr. Motionan. I know Chesapeake & Ohio and some of the south- 
western Virginia roads transported coal or don’t run, and that is all. 

Your position then is, Mr. Gass, that the railroads now are, with 
this reduced number of coal hoppers, prepared to move coal on about 
the same basis as they were with the 37,000 that they had previously ? 

Mr. Gass. Practically; yes, sir. 

Mr. Motionan. Then let’s get back to this other matter I men- 
tioned a moment ago, and that was why then, in view of the position 
you take, do I find or do we find in West Virginia or in the north- 
ern area of West Virginia, 45 of our coal mines down because of the 
shortage of cars. That was just immediately preceding the miners’ 
holiday. 

Mr. Gass. I think immediately preceding the miners’ holiday every- 
body tried to get all of it loaded on cars. As of July 2 I had 14,697 
cars of coal listed as no billing; held at the lakes, 14,961 cars for 
dumping in ships, which have been there an average of about 5 days; 
at tidewater, 19,068 cars, which is a total of 48,726 cars, which were 
simply immobilized waiting the pleasure of the people who produce 
the coal, because the producers of coal have no warehouses. 

So there you have 48,726 cars held merely because of the fact that 
everybody knows next year the miners are going on a holiday at a 
certain time, and even the distribution rules are amended at that time 
to permit them to load up to 100 percent of their track capacity, and 
that at normal times is reduced to about 25 percent. So I think that 
stoppage immediately preceding the miners’ holiday was caused by 
the desire to get every car of coal loaded they could, and naturally 
with cars standing at the lakes, standing with no bills, and standing 
at tidewater we couldn’t dump the cars until there was a ship avail- 
able, and the no bills were held by the mines themselves because of lack 
of market. 

Mr. Motionan. During the Great Lakes shipping period you ex- 
pect a considerable amount of this situation, but not to this extent. 

Mr. Gass. That is actually not too high at the lakes of 14,961 as 
of July 2, which was a week after the miners’ holiday. Actually at 
the lakes it would hold an average of 22,000. 
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Mr. Motionan. That is a consideration when we say whether or 
not that is an adequate supply. This is one of those factors that must 
be taken into consideration, 

Mr. Gass. Yes, sir, it is. 

Mr. Motionan. It is something that is ever with you. 

Mr. Gass. I mean during the lake season. 

Mr. MoLionan. During that 7- or 8-month lake season. 

Mr. Gass. Of course, that is not too bad when you consider the 
downward movement of ore is greater than the upward movement of 
coal, so if we didn’t have the “coal, we would have to take cars in 
empty anyhow. So that balances off. 

Mr. Puapincer. | am not entirely clear from Mr. Gass’ figures 


whether he is casting doubt on the validity of the 436,000 cars as a 
goal. 


Mr. Gass. Oh, no. 

Mr. Piarincer. You mean that still holds ? 

Mr. Gass. That is right. 

Mr. Motronan. May I ask there, Mr. Gass, how long you have 
been with the American Railroad Association ¢ 

Mr. Gass. Since 1919. 

Mr. Mottouan. Well, certainly you were there at the time that the 
original goal was set, weren’t you, ‘by the ODM ? 

Mr. Gass. Oh, yes, sir. 

Mr. Puaptncer. Mr. Seder, are you familiar with the Conway 
report? 

Mr. Sever. No; I know nothing about it, except what I heard in 
the testimony here last week. 

Mr. Piarincer. In other words, you know there was the Conway 
report supposedly alleging a 50,000-car shortage by September. 

Mr. Sever. I don’t know what it provided at all. 

Mr. Puaprncer. Mr. Gass, senha you care to comment on the 50,000- 
sar shortage ? 

Mr. Gass. The Conway report is still classified. I wouldn’t care to 
comment on it. 

Mr. Motnonan. Would you like to disclaim any knowledge ? 

Mr. Gass. I know Captain Conway. 

Mr. PLapincer. With respect to your locomotive figures on page 4— 
this is admittedly a little outside of our immediate inquiry—no re- 
tirement figures are given. Has the locomotive program resulted in 
more tractive power for the railroads ? 

Mr. Sever. [am no certain about that. 

Mr. Gass. I think I could give you the answer to that. The trac- 
tive power is perhaps decree sed slightly, but that is not the only meas- 
ure. You have got to consider the availability of the tractive power. 
If you retire a steam job with 50-percent availability, and you get a 
diese] with exactly the same tractive effort, that has over a period of 
years about 86.5-percent availability, you have increased the available 
tractive effort. 

Mr. Prapincer. Would you think, Mr. Gass, that the dieselization 
possibly will put the railroads in jeopardy in time of war, because 
of the military demands for petroleum ¢ 

Mr. Gass. No; because actually they are burning less 011 now than 
they did before they dieselized. Quite a number of roads in the West 
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aan were burning a crude oil, so your actual consumption of oil is less 
; with your dieselization than it is with your burning of crude oil. 
5 While there has been a reduction in coal, there has been a reduction in 
£ the actual oi] consumed. 
; Mr. Piaprnerr. I will have to accept that at face value because I 
) don’t understand that. 

‘i Mr. Gass. Well, a steam engine that used fuel oil as a method of de- 

nt of " veloping energy—they burn crude oil. Take the same barrel of crude 


they burn and you get your dieselization out of it, plus other oil. In 
fact, it makes more gasoline available to you, because the oil used in 
the diesel is a distillate. 

Mr. Piapincer. Mr. Seder, now assuming that the carrying capacity 
of the railroads has increased 3 percent in this 5-year period, admit- 
tedly we are short a good number of cars. The program has fallen 
short of its goal. How do you suggest we expand the defense 
potential ? ? 

Mr. Sever. Certainly by not withdrawing the incentive that tax 
amortization gives. 

Mr. Piarrncer. How much of an incentive, actually, has the tax- 
amortization program provided / 

Mr. Sever. I certainly won’t try to hazard any estimate in propor- 
tions or in figures. All I can go by is what the railroad people tell me. 

Now when they have gone to their board of directors for authority 
to buy cars or any other facilities and they have told us what they 
could afford to get with tax amortization, and they have, in many 
instances, gone ‘ahead and gotten the limit where they have tax 
amortization. It hasn’t been enough, but there has been something. 

Mr. Puarrneer. I think you have stated before that when the rail- 
roads had the money they bought cars and when they didn’t have the 
money, they could not afford to buy cars. Can we afford to permit 
the defense potential to be dependent on the economic cycle. with 
respect to the railroads? 

Mr. Sever. Well, the alternative is simply for the Government to 
supply the excess requirements, isn’t it ? 

Mr. Puiarincer. Do you question that the 436,000-car goal has little 
validity now that it has been extended from July 1, 1954, and then 
again beginning in 1955, and now to the end of 1955 and with, appar- 
ently, no achievement of the goal in sight’ 

Mr. Srper. Well, I feel this way about it: the railroads have been 
sadly disappointed by the earnings and the money that is required 
to achieve this goal ever since the latter part of 1953. It is only fairly 

recently that things are looking up, and the railroads are again deter- 
mined to take hold of this program and make it just as effective as 
they possibly can. I think the railroads ought to be given that oppor- 
tunity with the business outlook that we have now to see what they 
can do. In their meeting at Chicago, a member meeting of the Asso- 
ciation of American Railroads i in June, there was an expressed deter- 
mination to improve this car situation to the limit possible. 

Now there is one thing that I just barely touched on in my prepared 
statement, and I want to emphasize at this point, and that is that the 
purchase of cars is by individual railroads, and it has to be by rail- 
roads that are earning very little, if anything, and they are the ones 
that, it seems to me, are just as much in need of cars as the others. 
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But they are the ones that are going to be unable to take advantage 
of this tax incentive and contribute what they ought to be contributing. 

Mr. Puaprncer. If they don’t have the funds, how are they going 
to achieve this? 

Mr. Sever. Well, it will help. I am not saying that they will get 
all of the cars they would like to get or they ought to get, but it will 
help. 

Mr. Piaprncer. In your calculations on page 7 of your statement, 
in the third paragraph on the page, you said that the allowable deduc- 
tion for the first year would be the excess of 20 percent of $6,800 over 
the normal depreciation. 

Mr. Sever. Yes. 

Mr. PLarincer. Why won't it be just $1,360, plus the straight-line 
depreciation on the remaining 15 percent? Why the excess? 

Mr. Sever. Because if there weren’t amortization the railroads 
would be getting a deduction of $281.10. 

Mr. Piaprncer. On the net gain ? 

Mr. Sever. The net gain to the railroad is this $1,149.20, 

Mr. Piarincer. And that 3.1 percent, is that based on the 30-year 
period ¢ 

Mr. Sever. I think that was the average rate or composite rate on 
freight cars on all of the class I railroads in 1951. 

Mr. Piarrncer. That would be roughly 32 years? 

Mr. Sever. No, you have a fairly substantial salvage allowance. 

Mr. Puiaptneer. Is that deducted ? 

Mr. Sever. That is deducted first and then the balance is divided 
by the number of years of expected life. 

Mr. Preston. May I take the liberty of intervening for just a 
moment, Mr. Chairman ? 

Mr. Motionan. Certainly. 

Mr. Preston. There is an aspect of this matter that I think is 
important that the committee should appreciate, and that is that the 
entire freight-car fleet, whether it be excess over current needs in 
peacetime or as near normal times as you may say we have now, or 
whether it be not more than the needs for current loading, that that 
entire fleet, whatever it is, is the essential backbone of war potential 
so far as transportation is concerned. 

Now, Mr. Gass went through these wars and had to do with the 
utilization of the car fleet in wartime, and, of course, the point about 
the car fleet as a defense potential is not, to my mind, exclusive of 
the matter of having an excess supply of cars, but the character of 
utilization which may be made of them for defense purposes come 
mobilization or come war. Would you permit Mr. Gass to say a word 
on that ? 

Mr. Motionan. Certainly. 

Mr. Gass. Well, just as a matter of comparative figures, you often 
hear people describe the increase of population, which, of course, 1s 
increased consumption and so forth, but here are some figures that I 
think would be of interest to the committee. 

Going back to 1926, at that time the American railroad, and the 
same roads we are speaking of here, had 1,805,780 employees. In that 
year, with 2,348,679 freight cars, they handled net ton-miles of 
486 billion. 
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Backing up to the year 1940, which was the year just prior to our 
foing in to Pearl Harbor, we had reduced our employees to 1,026,956. 
Traffic had gone down because we were in the depression, to 405 
billion net ton-miles and we only owned 1,653,663 cars. That was 
the way we went into the war. 

In 1944, the peak of wartime traffic, with 1,413,672 employees and 
1.769,578 cars, we increased traffic that was handled to 785 billion net 
ton-miles. That is with a reduction of 21 percent in employees and 
24 percent in equipment, we did 61.52 percent more work with the 
equipment. That, of course, is because of the change in demand. 
You are not making the toasters and the vacuum cleaners and every- 
thing else you normally used; you are getting into your major war 
effort and into the movement of the military, with which I had quite 
a bit of experience at the time of Pearl Harbor. I was in the Penta- 
gon at the time, on loan to the Government. 

We had things like this to happen, a unit moving out of a camp 
in Houston, an antiaircraft unit, that had to immediately be pulled 
out to the west coast, with a certain amount of equipment. The avail- 
ability now of cars is what I want to speak of. There were not enough 
flatears right immediately in the area. So we put in gondolas and 
burned the ends off the gondolas and got it out to the west coast in 
5 days. That is the end to which railroads will go in order to protect 
the war effort. 

So what you are confronted with is how much of a fleet have you 
got when the bell rings. That is the thing you have got to consider. 

The availability of that fleet for the war effort is unquestioned; it 
is going to be made available. The question I see confronting us is, 
How much of a usable fleet are you going to have when the bell rings ¢ 
Well, it might have been prepared for the peacetime endeavor of 
the commerce of the country, but it is available immediately to the 
war effort. Asa matter of fact, 1 was immediately appointed as agent 
of the ICC, with power to issue orders for special trains. We had 
to run special trains all over this country sometimes with only 2 or 3 
carloads of material in them, but that is the way the railroads got 
into the war effort in handling the traffic of the country. 

Mr. Motiouan. Mr. Gass, I think all of these things you said are 
true, but isn’t it a fact that the ODM and the railroads, too, have 
taken these things into consideration when they established their goal 
of 436,000 cars as being necessary, and then said that we will, when 
the Government, the Congress will make available to the railroads 
this tax-amortization program under which they can do these things ‘ 

Now, actually the railroads have not done these things in the sense 
that we are speaking of the goals or of increasing their transportation 
potential. They have increased it 214, I think, or 3 percent. 

Mr. Gass. May I point out the assumption under which we were 
working, the basis of 1,850,000 cars, was 5 percent over 786 billion ton- 
miles of the 1944 level. Last year it was 576 billion ton-miles. It 
was not 5 percent over, and it hasn’t been. 

As a matter of fact, in my work in distribution of cars, I just drew 
over here a chart which J might show to the subcommittee here that 
will show surpluses and shortages since this became effective. 

Here is your normal and here is your surplus. The one below the 
line is your shortage. Now, you are talking about a period last year 
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when you were confronted with surpluses as high as 140,000 cars. You 
certainly can’t criticize management for not buying additional cars 
to add to that. 

Mr. Motionan. This count, though, I think it is important for you 
to accept now this only continues for a period of 4 months here. Cer- 
tainly that doesn’t control for a period of 66 months. 

Mr. Gass. I am going back to 1950 there. There wasn’t a time in 
there that there wasn’t a surplus. That isthe peak. 

Mr. Motionan. But, actually, you go down to this and I doubt if 
you can get much lower than that under the most ideal circumstances. 

Mr. Gass. No; you won’t because of the size of the country. You 
would have a very difficult time. 

Mr. Motionan. This would be almost maximum capacity right 
here. 

Mr. Gass. Practically, sir. 

Mr. Priaprncer. That would be less than 10 percent surplus, would 
it not? 

Mr. Gass. Yes. 

Mr. Motionan. Again I may say, Mr. Gass, that is going back to 
the fact. that the ODM and the railroads in establishing their goals 
must have taken into consideration these facts. They were a part of 
their thinking. 

Mr. Gass. Of course, your normal seasonal peak demand will re- 
quire you to carry some surplus at other times, but I might point out 
that since our meeting in June—just to give you an example, the mem- 
bership met in June—June 24, in Chicago. Now, in the month of 
May, as an example, we ordered 2,710 new freight cars. That is May 
of 1955. In June we ordered 13,765, because the demand is beginning 
to show. 

Mr. Motionan. Certainly we don’t let that fluctuate in our thinking 
from month to month, do we? We projected ourselves further into 
the future than that. 

Mr. Gass. Oh, yes. 

Mr. Mottonan. We are accepting here, also, aren’t we, in our think- 
ing, that we are in the midst of an expanding economy. Necessarily 
so. We can’t stand still. And that, I think, at least is my concern 
here and I think it is the subcommittee’s concern that the railroads have 
not taken advantage of this program, and this might be a bad choice 
of words, but in some respects they have not kept faith with tax 
amortization in that the intent of the Congress was that it should be 
we ee the transportation. 

Mr. Gass. That is a matter I couldn’t discuss, but if you have no 
net, and quite a few railroads had no net last year, I don’t see how 
they could—— 

Mr. Motionan. No what? 

Mr. Gass. No net. 

Mr. Motionan. Net income? 

Mr. Gass. Actually, 51 railroads earning 41 percent of the gross 
reported a deficit or showed a reduction in net income of more than 40 
percent last year. There were quite a few that were in deficit. Now, 
what good would a tax-amortization program do for a railroad that 
has no net? I don’t see that as a financial matter. I am not familiar 
with that and can’t discuss it. 
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Mr. Motionan. Well, I am certainly confused somewhat bec “wuse 
the figures we have here, and that is data compiled by the Car 
Service 

Mr. Gass. That I will have to deny, sir, because the Car Service 
Division of the Association of American Railroads compiles no report 
on net return. 

Mr. Motionan. That is the table in a booklet issued by the Associa- 
tion of Ameri ican Railroads, entitled “Railroad Transportation Sta- 
tistical Record,” and I am trying to give you the source. 

Mr. Gass. I know those figures come from the Commission. But 
aren’t you dealing there with mass figures? 

Mr. Motxonan. I am dealing with figures which involve all the 
class 1 railroads. 

Mr. Gass. That is right, but you see there is no common purse 
among the railroads. It may be true that one railroad has a net 
return of 6 percent and another one has a deficit in adding up the 
total column with net return for the railroad as a whole, but that 
doesn’t mean there is a common purse. 

Mr. Monyonan. I think that is right, but we make a considerable 
point here of saying that the cars are in a common pool. 

Mr. Gass. They are in a common pool, but the money is not. I 
don’t think, if you would go through the financial return, that you 
will find any railroad that is in excess of 6 percent that isn’t adequately 
equipped. 

Mr. Motionan. I can’t speak to your percentages there, but I can 
say to you here that for the 5-year period 1945-49, as compared with 
the 5-year period 1950-54, there was from a 50- to 75-percent increase, 
generally speaking, in the last period over the prior 5-year period. 

Mr. Gass. I don’t have any doubt of that at all, sir. The only thing 
I am trying to find out is, while that may be entirely true, that it 
doesn’t actually reflect the condition of the railroad because it is the 
individual railroad that buys and owns the equipment. 

Mr. Mottonan. That may be true, but it is indicative of the situa- 
tion of the railroad system as a whole. 

Mr. Gass. I think it is indicative of the changing traffic pattern 
and changing economy of the country, perhaps even population 
changes, because since the beginning of the war the west coast alone 
has had an increase of about 50 percent in its population; whereas in 
the South you don’t have that. That is a factor that I deal with 
any frequently, because population does affect consumption. In 

fact, I have a chart that I use frequently in that kind of a study. 
It might interest you, Mr. Chairman. 

Mr. Morronan. Let me look at this, Mr. Gass. 

(The chart referred to follows :) 
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Mr. Younger has some questions he would like to ask at this point. 
We will have to adjourn in a few minutes. 

Mr. Youncer. Will they be back tomorrow ? 

Mr. Motionan. Yes. 

Mr. Youneer. I will defer until tomorrow. 

Mr. Motionan. Is there any reason why any of you gentlemen can- 
not come back tomorrow ? 

Mr. Sever. I can be back. 

Mr. Gass. I think I can. Iam not too sure. 

Mr. Preston. I can. 

Mr. Motionan. Let’s just recess until tomorrow morning at 10 
o’clock, and we will take this up again. 

(Whereupon, at 12 o’clock, noon, the hearing in the above-entitled 
matter was recessed until 10 a. m., Wednesday, July 20, 1955.) 





eet : Vion ww 3s Ce ef O05 


SPAT OF) Set IA ite 


pee Te Sai a Se? a Tite yf ne a eles RE aay heat, 










STUDY OF TAX AMORTIZATION PROGRAM 
(RAILROAD FREIGHT CARS) 





WEDNESDAY, JULY 20, 1955 


Howse or REPRESENTATIVES, 
SvuBCOMMITTEE ON LEGAL AND Monetary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., in the committee room of the 
House Committee on Government Operations, Hon. Robert H. Mollo- 
han (chairman of the subcommittee), presiding. 

Members present: Robert H. Mollohan, Martha W. Griffiths, J. 
Arthur Younger, and George Meader. 

Also present: Jerome S$. Plapinger, subcommittee counsel, and 
Curtis E. Johnson, staff director. 

Mr. Mottonan. A quorum being present for hearing purposes, the 
Subcommittee on Legal and Monetary Affairs of the House Committee 
on Government Operations, will come to order. 

Yesterday we heard from Mr. Seder, vice president of the Associa- 
tion of American Railroads, and associates, and we are continuing 
today with the same witnesses. 


FURTHER STATEMENT OF A. R. SEDER, VICE PRESIDENT, ASSO- 
CIATION OF AMERICAN RAILROADS; ACCOMPANIED BY ARTHUR 
GASS, CHAIRMAN, CAR SERVICE DIVISION; AND THOMAS L. 
PRESTON, GENERAL SOLICITOR, ASSOCIATION OF AMERICAN 
RAILROADS 


Mr. Plapinger, will you continue? 

Mr. Puapincer. Mr. Seder, yesterday when we were discussing the 
setting of the goal, I asked you whether there had been any consulta- 
tions with the AAR in connection with the setting of the goals, and, 
as I recall, you said that you didn’t believe so. 

Mr. Sever. I said that I wasn’t aware of it. 

Mr. Piarrncer. Do you know whether Mr. Gass or Mr. Preston 
are aware of it ? 

Mr. Sever. I think Mr. Gass can undoubtedly give you whatever 
answer there is to give. 

Mr. Gass. I knew, of course, that the survey was being made. I 
knew that. The first one, as I recall it, was made by DTA, under the 
guidance of Mr. E. J. Stubbs, who was an assistant vice president of 
the Erie on loan to DTA. They were consulted. I did see his original 
study. I did criticize some phases of it. 

Mr. Piarrncer. You were given an opportunity to comment on it? 
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Mr. Gass. I was given an opportunity to comment, but when we are 
speaking of the goal, I am speaking of the overall goal he set for 
1,867,000 rather than the 436,000 cars we are talking about in 
amortization. 

Mr. Puapincer. I am referring specifically to the tax amortization 
goal. 

Mr. Gass. I did not on the tax amortization goal, but there was a 
study as to the fleet they thought would be adequate to carry the traffic 
of the country under an assumption they had from the National 
Security Resources Board, and it is on that basis 1,867,000 about 
which I think is the basis for your 436,000. 

Mr. Piapincer. Actually the 1,867,000 is pretty much the same as 
the 436,000 ? 

Mr. Gass. That is right, as far as the adequacy of the fleet is neces- 
sary without regard to amortization or anything else. And then, of 
course, taking that figure of 1,867,000 as the necessary goal, taking the 
requirements they could foresee that would be made in this period of 
time, would require a net of so many cars in order to achieve the goal 
which they set. 

Mr. Priaprncer. I see. 

Did the association ever challenge the goal ? 

Mr. Gass. I don’t think we were even given an opportunity to chal- 
lenge it. 

Mr. Piaprtncer. But you were asked for comments ? 

Mr. Gass. As to the first, only. That is, as to the 1,867,000. 

Mr. PLaprncer. Which is the same as the 436,000 ? 

Mr. Gass. Which the 436 was drawn from. I did comment on the 
1,867,000 to the extent it exceeded my 1,850,000. 

Mr. Piarincer. Did you propose any variations to the plan when 
the tax amortization goal was set ? 

Mr. Gass. No. 

Mr. Puiarincer. It may be of interest to you to know when Com- 
missioner Clarke testified here he said that the subject was discussed 
generally, and with particularity with representatives of the railroad 
industry, and with the Association of American Railroads, and I was 
curious to know what 

Mr. Gass. He would not discuss the tax amortization with me, be- 
cause I had nothing whatever to do with finances; I am an operating 
man. 

Mr. Piapincer. Mr. Seder, you were not with the association then ? 

Mr. Sever. I was not with the association at that time. 

Mr. Puiapincer. Mr. Preston, do you have any recollection ? 

Mr. Preston. I was with the association at that time, but I have no 
knowledge of any consultation that may have taken place. 

Mr. Piaptncer. Mr. Gass, let me ask you something: Do you con- 
sider the goal was realistic in terms of setting the numbers of cars ? 

Mr. Gass. Based on the assumptions on which we were working; 
yes. Unfortunately, the assumptions seem to have been greatly over- 
estimated. 

Mr. Piaptncer. Would you have considered it more realistic for 
instance, to have pegged the goals at capacity rather than the number 
of cars? 
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Mr. Gass. Capacity in part is based on the number of cars, but it 
is not the controlling factor. The controlling factor in the utilization 
of equipment is the rapidity with which it is turned over. 

Strange as it may seem, with a war going on, with exactly the same 
number of cars, because of the patriotic motive, and so forth, with re- 
spect to some orders that you may have from the Interstate Commerce 
Commission with regard to delay, with regard to heavier loading of 
cars, there is a more rapid turnaround because the volume of freight 
is there, but the volume itself will control. We can handle a larger 
volume with a smaller fleet than we are handing today. 

As I tried to point out yesterday, there was an increase from 1940 
to the year 1944, just a 3-year period, from 405 billion net ton-miles, 
to 785 billion net ton-miles, with basically the same equipment. That 
is, your capacity to absorb additional freight—well, we had things 
like this: Because of the invasion of even the gulf by the German sub- 
marines, and sinking our tankers, we had to divert that oil that nor- 
mally came around by tankers to the Jersey refiners. We took that 
burden on without any additional equipment. By symbolizing trains 
and running them special from the gulf to the Jersey refinery, taking 
the empties and taking them back, finding certain avenues through 
this rail system that we could use in both directions. 

Because of the shortage of rubber in the normal trucking activities, 
that volume was thrown on us, so with this increased volume and in- 
creased utilization of cars, where you increased your net ton-miles 
per serviceable car-day, from a figure of about 650 to about 1,113, 
was the—— 

Mr. Motitouan. What was the language you used there, Mr. Gass? 

Mr. Gass. It is the net ton-miles per serviceable car-day. The net 
ton-miles per serviceable car-day comprehends the load that it car- 
ries, the distance it carries it, and the speed with which it carries it. 

Those are the three primary factors. 

Mr. Prapincer. The figures furnished by Commissioner Clarke 
indicate there were 795 net ton-miles per serviceable freight-car day 
in 1941, and in 1954 there was 867. 

» Mr. Gass. That is true. 

Mr. Prarrncer. In the intervening period, 1945, there was 1,066. 

Mr. Gass. The high point was 1944, of 1,113. That was the over- 
all factor. The overall factor I was taking was the net ton-miles per 
serviceable car-day which brings it down to the unit of equipment. 
That is the factor you are using when you are surveying the needs of 
the country. 

In 1940, for example, the net ton-miles per serviceable car-day was 
664. The year the war broke out it had gotten up to 795. But then 
you will see it increased in 1944 to 1,113 net ton-miles per serviceable 
var-day, which is the actual factor of the efficiency with which the 
equipment is used. 

Mr. Piaprincer. Do you consider that the goal of 436,000 is still a 
valid goal ? 

Mr. Gass. Yes; I don’t see why it isn’t. 

Mr. Praringer. Are you familiar, Mr. Gass, with the term “deficit 
railroads,” insofar as freight car ownership is concerned ? 

Mr. Gass. No; I have never used that term. 

Mr. Piapincer. You have never heard this referred to ? 
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Mr. Gass. I have heard of underequipped or underowned railroads. 

Mr. Piarincer. Some railroads find it cheaper to rent cars than 
to purchase them ? 

fr. Gass. Well, in taking a railroad and the equipment it should 
own, you have got to realize there are different classes of railroads. 
There are railroads that are preponderantly originating carriers. 
There are others that are solely intermediate carriers. There are 
others that are terminal carriers. 

Now, you can’t come up with a mathematical formula that will fit 
all of those conditions. Take, for instance, right here in our own 
backyard we have a railroad known as the R. F. & P; it goes from 
here to Richmond. It is a bridge carrier between the North and the 
South. Local traffic originating on it is a mere minute fraction of 
the total traffic it handles, If that railroad were equipped with cars 
proportionate to the business it handles, you couldn’t handle the busi- 
— because their main line would be blocked with cars they don’t 
need. 

On the other hand, you have originating carriers, like in your Far 
West, an example is Southern Pacific, and in the East you will have 
railroads that are originating like, we will say, the B. & O., the Erie, 
the New York Central, the Pennsylvania, are about evenly balanced. 
Then you have bridge carriers in the West, like the Union Pacific, 
that do originate a lot of traffic that also act as an intermediate. 

To come up with a mathematical formula, as to the adequacy of 
ownership of each individual railroad that would fit all types of rail- 
roads, would be impossible. You have got to take your cone transpor- 
tation burden, and find out from that what equipment you need, and 
then try to apportion that equipment as between the carriers in their 
responsibility with respect to the cars they originate. 

Mr. Prarrncer. If you had done that—you apparently would come 
up with a mathematical formula, considering your overall needs, and 
then with respect to the individual railroads. 

Mr. Gass. Dividing it, yes. If a railroad, for instance, originates 
10 percent of the total traffic, we would say 10 percent of the equip- 
ment, perhaps, should be owned by that railroad. You come down 
to the division of equipment, such as flat cars, gondolas, and so forth. 

Mr. Praprncer. That has apparently been left up to the railroads 
in setting the goal. 

Mr. Gass. No one would know better than the individual railroad 
what he should own to protect the business he originates. 

Mr. Priarrncer. Would that have been a more equitable plan in- 
stead of setting an overall goal of 436,000? 

Mr. Gass. I don’t think so. The question of whether or not a rail- 
roal—suppose you find a railroad that is, as you say, a deficit owner. 
Who has the authority to tell that railroad to buy cars? 

Mr. Praptncer. Apparently the A. A. R. has fairly generally 
plenary authority. 

Mr. Gass. Yes, but not to spend their money. 

Mr. Priaprncer. Mr. Seder was pointing out yesterday, I believe, 
that if a railroad buys cars, it doesn’t necessarily mean they are going 
to get to use them. 

Mr. Gass. He is entitled to proportionate use of them, because he 
has contributed that much to the fleet. We try to keep as much as 
100 percent ownership on his line, considering the type of carrier he is. 
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Mr. Puarincer. Who takes up the slack when the freight cars of the 
Pennsylvania Railroad, to take a railroad right in our own backyard, 
decreases from 192,743 in 1950 to 180,144 at the end of 1954, and with 
a net decrease of about 330,000 tons in carrying capacity in the same 
period? If we can’t look to the larger railroads, such as the Penn- 
sylvania, to take up that slack, to whom are we going to look ? 

Mr. Gass. Well, I think to the railroad industry as a whole, that 
they have the obligation to have an ownership adequate to care for 
the peacetime economy of the country. But you are taking a specific 
carrier, again, and separating it from the industry. 

I don’t know what figures you are using, or from what year, but 
I do know the Pennsylvania Railroad came out of the war with a 
bunch of gondolas, for instance, 37-foot gondolas, they were what 
are known as a composite type, they were outmoded, and they retired 
10,000 of them immediately after the war, merely to reduce the owner- 
ship of them. They were unneeded and, substituted for that, they 
built new cars of 52 feet 6 inches length that are required by the steel 
industry, a much more efficient car, and there isn’t anything you could 
load in a 37-foot car that you can’t put in a 50-foot car. But it gave 
them an increased capacity. 

There have been cases where some railroads have been actually 
overowned with respect to an individual type of car, due to the change 
in traffic pattern. That railroad, particularly, I think you will find 
retires a number of boxcars. They serve a cement industry, in which 
they have substituted the bulk carrier, the covered hopper car for the 
boxcar they formerly used. Where the boxcar was generally used 
in bulk movement for about 30 tons per car, the covered hopper car 
will average about 70 tons per car. 

Mr. Puarrncer. According to these figures there was over a 300,000- 
ton decrease during this 1950-54 period. 

Mr. Gass. That is in carrying capacity. 

Mr. PiaprrnGer. That is right. 

Mr. Gass. That is over 100 what, about 80,000 cars? 

Mr. Puarincer. 180,000 cars, a decrease of 12,000 cars, roughly. 

Mr. Gass. Yes, but I am talking about the decrease in carrying 
capacity—2 to 3 tons per car—not over 3 tons per car. I would say 
that is fairly immaterial. 

Mr. Piapincer. You wouldn’t say in that case the number of cars 
was material ? 

Mr. Gass. No, because the nature of the cars would be the deter- 
mining factor, what cars they retired, what cars they bought to serve 
the changing pattern of traffic. 

Mrs. Grirrirus. Mr. Chairman, I have observed by this morning’s 
paper that the Pennsylvania Railroad declares they made more than 
$20 million profit in the first 6 months of this year. Will that be 
reflected in an increased investment in cars by that railroad, or not? 

Mr. Gass. It definitely will. I am sure it will. I think you will 
find in the next few days the announcement of the purchase of several 
thousand cars by the Pennsylvania Railroad, from the information I 
have now. 

Mr. MotiaHan. What do you project as the total number of retire- 
ments and replacements this year, Mr. Gass? 
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Mr. Gass. That is rather hard to tell, at the present time, because 
the orders that we expect are rather, I think, dependent on what 
maybe this committee may do. 

For instance, in May we ordered only 2,700 cars. In June we ordered 
13,765. Now, let us take a look at what we have so far this year. We 
have installed so far this year somewhat over 16,600 cars. We have on 
order, as of June 1, 13,507 cars. We have retired about 30,000—31,000 
cars. 

I would say the retirements for the balance of the year, in all prob- 
ability, will bring that retirement figure up to about 50,000, and if we 
continue at the same rate that we are now going we will more than 
likely add new another 20,000 cars for the year. 

Mr. Motitonan. What would that make the total for the year in 
new cars / 

Mr. Gass. Delivered ? 

Mr. Mo.tionan. Yes. 

Mr. Gass. Somewhere around thirty-five to thirty-eight thousand. 
It depends on how soon the orders are placed because it takes about a 
90-day lead on steel before the car is finished. 

Mr. Motitouan. That will be a net loss this year of about 25,000 
cars ¢ 

Mr. Gass. Substantially, of units. 

Mr. Mottonan. Well, now, isn’t the units the important factor in 
transportation ¢ 

Mr. Gass. No, sir; the use of the unit. 

Mr. Motionan. I appreciate that, but you can’t make use of them 
until you get them. 

Mr. Gass. That is right. 

Mr. Motiouan. Rather than an average increase in capacity of 2 
tons per car, which we are making at the present time in our modern 
‘ars, over what we had in 1950, the actual number of cars in service is 
of greatest importance. 

Mr. Gass. I don’t follow you on that, sir. 

Mr. Motiounan. Well, we had cars here in 1950, I think that had an 
average capacity of 

Mr. Gass. 52.5 is the average. 

Mr. Motzonan. 52.5, I have 52.39; in 1955 we were constructing 
cars of capacity of 53.82. 

Mr. Gass. That is right. 

Mr. Motionan. That would suggest an increase of approximately 3 
percent in capacity. 

Mr. Gass. That is right. 

Mr. Mo.ionan. But an increase in number of cars of 3 percent 
would be of far greater importance than an increase in capacity of the 
individual cars of 3 percent, because of the movement of them, and 
their use ? 

Mr. Gass. Well, I don’t know. You are looking at a unit replacing 
a unit, which is not entirely true. While your loss of the car you are 
retiring, it is of no use, of no service, it spends most of its time when it 
is in use on the repair tracks, not going across the country. A new car 
won't see a shop for 5 years, won't even go into it. The utility of the 
car is greater, for instance a new car can be placed for any grade of 
commodity, a high-grade commodity like sugar, flour, or the higher 
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grade commodity, where your rough loader that you are retiring is 
good for only such things as brick, clay products, green salted hides, 
and things like that that move in that type of car. 

But you also have plenty of the rough loaders. But the new car 
which you allege replaces the old car that goes out of service, is actually 
an entirely different unit. And it is usable immediately for any class 
of commodity. You don’t have to haul it empty. For instance, out 
on the west coast at the present time in the lumber area we are hauling 
rough loaders all the way out of New England out there for loading. 

Well, now, if those were all class A cars they would never get out 
that far, because you have flour mills in Buffalo, Kansas City, Minne- 
apolis, Fostoria, Ohio, and intermediate points, where you would use 
that car. 

Mrs. GrirrirHs. You mean Mr. Younger’s constituency never re- 
ceives a new car? 

Mr. Gass. Oh, yes, Mr. Younger’s constituents likely see more new 
cars than anybody else. As a matter of fact, the Southern Pacific, 
since 1940, has increased its ownership 57.9 percent. There are a lot 
of new cars in California. Of course, that 1s occasioned by the fact 
California increased its population from 6 or 7 million, to 10% mil- 
lion, or 53 percent. I think there is kind of a parallel picture there, 
that the population which makes consumption and business increased 
53 percent, and the car population increased 57 percent in the same 
area. 

Mr. Motionan. Mr. Gass, we speak here of a goal so far as the 
ODM is concerned of 1,867,000, and a goal established by the railroads 
for themselves of 1,850,000. Basically, there is very little difference 
in the goal, relatively there is no difference at all, you might say, 
16,000 or 17,000 difference loses itself when you get to talking about 
figures of a million or more. 

Then we come back to the 436,000 established by ODM for tax amor- 
tization purposes. That, I think, is basic to the 1,867,000. They are 
one and the same thing, you might say. When you are speaking of 
the one you are speaking of the other, you are accepting the 436,000 
as equitable and reasonable when you say 1,867,000 1s reasonable. 

We spoke about the lack of efficiency of the overage cars. I do not 
know with certainty, but it seems to me to be unquestioned, that in say- 
ing that we are going to grant tax amortization on 436,000 units only 
194,000 of them are to be considered as over and above present capac- 
ity, we must be taking this factor, that you are making a point of 
here, and I think properly so, into very ser ious consideration in setting 
the goal, and permitting tax amortization on a strictly replac ement 
unitwise basis on approximately three-fifths of the total goal. 

Mr. Gass. I couldn’t say as to that, but I would like to point out one 
thing, that the whole background of either the 1 ,850,000, which was 
my figure, or the 1,867,000, which was DTA, was based on an assump- 
tion, and that assumption has never been reached, either. That is the 
5 percent increase in traffic over the 1944 level. 

Mr. Motionan. Well, now, wait a minute. It seems to me that this 
goal was predicated on a need to be in a position to meet defense re- 
quirements and defense needs. 

Mr. Gass. That is right. 
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Mr. MotionAan. Undoubtedly it must be accepted a certain num- 
ber of this is going to be surplus for civilian needs, and that is the 
interest of the Government in coming forward with this tax amor- 
tization program and giving you the benefit of it. Undoubtedly, that 
must mane been accepted in their thinking, and the railroads, too; was 
1t not 

Mr. Gass. I couldn’t say as to what the thinking was in the rail- 
roads, as to the overall program, except that if we were confronted 
with any such traffic burden as was forecast by the National Security 
Resources Board, the equipment then owned was inadequate, with the 
best of use, and to take care of it in an adequate shape would require 
1,850,000 cars, which is the basis, I believe, that the DTA used and 
the basis for their 400,000, whatever it is, amortization. 

I couldn’t say as to the amortization feature because I know nothing 
about it. The only feature I got into was the operating feature of it. 

I might tell you this, I don’t think the present capacity of the rail- 
roads has even been tested, what we could do with it. 

Mr. Motiowan. You mean it hasn’t been tested even by comparing 
it with what was accomplished in 1940-45 in the Second World War? 

Mr. Gass. Yes. 

Mr. Morionan. Because of the change in your modernizing of 
equipment and transportation methods? 

Mr. Gass. Yes. 

Recall this, in 1941, when we went into the war, after Pearl Harbor, 
we had come through years and years of depressed conditions in this 
country—the fleet was not anything like in good shape then as it is 
now, and with that fleet—we then had available to us, when the bell 
rang we increased this from about 700 net ton-miles per serviceable 
car-day to about 1,100. 

Mr. MotioHan. Mr. Gass, in establishing this 436,000 goal, as far 
as ODM and DTA are concerned, you said a minute ago in response 
to Mr. Plapinger’s question that you did not deal with financial mat- 
ters, you dealt with the operations. 

Mr. Gass. That is right. 

Mr. Motxionan. It seems to me, this 436,000 used in establishing a 
goal is not necessarily a financial matter; it is basically a transporta- 
tion matter and you would be directly concerned with that. 

Mr. Gass. I am directly concerned with the figures on which that 
436,000 was based. 

Mr. Motitowan. Would you not be the proper person for them to 
have consulted ? 

Mr. Gass. Well, that is a question I wouldn’t even know the answer 
to. 

Mr. Motionan. I think you can answer that, because I think you 
would be in a positive position to know whether or not you would be 
the person who would have the type of information they would want. 

Mr. Gass. I have more railroad information, perhaps, as to utility 
of equipment than anybody else. 

Mr. Motionan. They undoubtedly have knowledge of that, because 
they are dealing with you every day, so you would be the logical 
person for the ODM and the DTA to come to, would you not? 

Mr. Gass. I think they had a task committee, a task force they 
organized, of railway operating officers, that are supposed to have 
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substantially the same information, because our figures are all avail- 
able to them. I think they organized this task force to make that 
study. :I know I was not consulted. 

Mr. Moxttonan. Let me go a little further. We are very much 
interested in finding out here the basis for this 436,000 and you con- 
stantly say it is a still valid goal. 

I would like to know, and I think the subcommittee would like to 
know the basis for it, and who contributed to the establishment of the 
figures. 

Mr. Gass. I think you would have to ask Mr. Stubbs that; it was 
his report. I do not know who the members of his committee were that 
aided him. 

Mr. Motionan. So far as you know there was no one connected 
with the AAR ?¢ 

Mr. Gass. As a member of the committee, no, I am quite sure of 
that. 

Mr. Morsonan. You were not called in to furnish information or 
statistics that you would have readily available ? 

Mr. Gass. No, but the figures the committee members may have 
wanted was available to them because I distribute weekly, semi- 
monthly, monthly, and yearly figures. I am sure your staff has been in 
my office and know the figures we have back to 1920, has practically 
everything, a continuous statistical study of railway operation. 

Mrs. Grirrirus. How long does a car last? What is the life of a 
car? 

Mr. Gass. Well, they are depreciated at the rate of about 314 or 
3.3 percent a year. There is no average life. It is according to the 
type of car. 

Take a new box car, comes out of the plant, it won’t go into the shop 
for 5 years. In 7 years they go in for minor adjustment repairs. At 
14 years they will take it in for a major overhaul. And they restore 
the car then at the end of 14 years to a full service life except for 
average life expectancy. The car would last, I would say, somewhere 
around 30 years, on an average. 

Mrs. Grirritus. What is the total investment ? 

Mr. Gass. That has varied from about $1,200, when I started, to 
around about $8,000 now. 

Mr. Puarincer. What is the usual downpayment on a car, Mr. Gass ? 

Mr. Gass. Twenty-five percent. 

Mr. Piaprncer. Not 10 percent ? 

Mr. Gass. Twenty-five percent. Mostly I believe, isn’t that correct ? 

Mr. Sever. Yes, that is the customary figure, the one you get the 
best rate on. 

Mrs. Grirrirus. When you rent a car, you deduct the rent and taxes 
as operating expenses, don’t you ? 

Mr. Sever. Yes; that is correct. It is an expensive operation, and 
it is treated as an ordinary business expense. 

Mrs. Grirritus. So if you had a few engines and no cars and could 
rent the cars, you would be doing better financially, wouldn’t you? 

Mr. Gass. Isn’t it true we pay the income on the rental we receive? 

Mr. Sever. I don’t quite get your question, Mrs. Griffiths. 

Mrs. Grirrirus. If you had some engines and some tracks, and you 
could rent the cars, and deduct the rent as an operating expense, it 
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would be cheaper for you than it would be to have the cars, themselves, 
to own them, wouldn’t it, or would it? 

Mr. Sever. The theory of the rental rate is to compensate the owner 
for the cost of ownership, including the cost of maintaining it, because 
the owner has to pay for repairs. The depreciation and also the cost 
of the money involved in the ownership that is the equivalent of an 
interest rate is paid to the owner. 

The question of whether it is cheaper to buy or to rent depends on a 
good many things. Yesterday there were a couple of questions in re- 
gard to the railway equipment company, or something of that sort. 

Mr. Piapincer. International Railway Car Co. 

Mr. Sever. I said there I understood there were some railroads that 
had sold old cars to this company for scrap value. They had rebuilt 
the cars, made practically new cars of them, and leased them back to 
the railroads. 

Now, that was done for only one reason: That was that this railroad 
that sold these old cars just didn’t have the money to rebuild them, to 
make new cars of them. And so you get back to this same question, 
Is it cheaper to rent a home or to buy a home? It is exactly the same 
thing. There are a lot of conditions that dictate the answer, or what a 
person will do. I might have to rent a home because I just didn’t have 
the money to make a downpayment, or to keep up the installment pay- 
ments—pay taxes, and so forth. 

Mrs. GrirrirHs. But you told us yesterday on the rental there is no 
profit figures. The person that owns the car doesn’t get a profit on it. 

Mr. Sever. He doesn’t get any profit unless you say a small return on 
the investment to compensate for the carrying cost of that money is a 
profit. You think of interest that you might receive on a Government 
bond as profit, to that extent it is profit. 

Mr. Meaper. Does our record show what that rental rate is now? 

Mr. Piapincer. I don’t believe it does. It is a uniform rental rate, 
as I understand it. 

Mr. Sever. Yes, it is a flat rental rate applied to all cars, and de- 
veloped by a composite of the repairs and depreciation, and so on, of 
all the entire car fleet, and that is $2.40 a day at the present time. 

Mr. Puiapincer. Is that set by the ICC ? 

Mr. Sever. No, it is not; that has been set by the railroads. 

I might say that that is before the Interstate Commerce Commission 
at the present time—the determination of whether that is the proper 
rate or is not the proper rate. 

Mr. Meaper. During the war it was about a dollar a day, wasn’t it? 

Mr. Sever. When I first started railroading it was 90 cents, I think, 
and then $1 in World War I, wasn’t it ? 

Mr. Gass. When you started railroading it wasn’t 90 cents, because 
when I started it was 25 cents. 

Mr. Sever. The first time I had any real contact with it it was about 
9) cents. It has been increased from time to time, as labor costs, cost 
of material, cost of new cars, have gone up. 

Mr. Piaprncer. You say the ICC does not set the rate, it is set by 
the railroads. It is not clear to me how this question is before the ICC. 

Mr. Preston. Perhaps I can clarify that somewhat, sir. The situ- 
ation in that regard is this: The per diem rate is established by the 
railroads in the first instance, but, of course, there is resort to the 
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Interstate Commerce Commission for review by any party who thinks 
that the rate so established is unreasonable, to have the Commission 
determine whether or not that rate is reasonable. 

At the time the rate was $1.50 the situation went before the Inter- 
state Commerce Commission in two cases. One was the case brought 
by some western railroads complaining that that rate was entirely 
too low. Another complaint brought by the New England railroads 
complaining that that rate was outrageously high. They consolidated 
those two proceedings, and the Commission, after long hearings, came 
to the conclusion that the $1.50 rate was within what they spoke of 
as the region of reasonableness, they said it was impossible to come 
to a precise figure. But they found it was not unreasonably high, and 
not unreasonably low. 

With reference to the present $2.40 rate, some railroads exercising 
their perfect right to do so declined to pay that rate. They said they 
thought it was unreasonable, and they were going to settle only on 
the basis of the preexisting $2 rate. Thereupon, some of the railroads 
who thought the $2.40 rate was reasonable went to the Interstate 
Commerce Commission and in effect asked the Interstate Commerce 
Commission to make a determination—I suppose you might say in the 
nature of a declaratory judgment, that the $2.40 rate is reasonable, 
and I might say that proceeding also involves a $2 rate which pre- 
ceded the $2.40 rate. 

Now, that case has been heard and argued, and is awaiting right 
now the decision of the Interstate Commerce Commission. Of course, 
we don’t know when that decision will be handed down. 

Mr. Piaprincer. Who are the petitioners in that proceeding, Mr. 
Preston / 

Mr. Preston. Well, the complaining railroads, as I recall it, were 
some six western railroads. I don’t know that I—— 

Mr. Piarincer. They are complaining the rates are too high or 
too low ¢ 

Mr. Preston. When I say complaining railroads, they went before 
the Commission and asked this declaratory judgment that the $2.40 
rate was not too high. They included the Burlington and the Santa 
Fe. 

I am sorry, I haven’t got a copy of that complaint with me. 

Mr. Piarincer. Who are the objectants ? 

Mr. Preston. What? 

Mr. Piaprncer. Who are the objectants ? 

Mr. Preston. The ones on the other side of the case ? 

Mr. Piaprncer. Yes. 

Mr. Preston. They are principally the New England, dominating 
terminating lines, the Boston & Maine; the New Haven; the New 
York, Susquehanna & Western. There are others, but they are the 
principal ones. 

Mrs. Grirritus. They are saying it is too high ? 

Mr. Preston. They are saying it is too high. 

Mrs. Grirritus. I think both of them are right. For the western 
railroads who have been buying new cars who have a larger capital 
investment they need a higher rate. For the eastern railroads they 
have old, old cars, dating from the first of the century when they were 
buying them for $1,200. For them, it is probably too high. 
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Mr. Preston. You are approaching a most perplexing question 
that has defied the railroads for a matter of time, as to how to arrive 
at the proper level of rate. 

Mr. Motitowan. Mr. Seder, we have had a considerable amount of 
discussion here about the car-pool situation, possibly, Mr. Gass, you 
could better answer this. It seems to me that there is going to have 
to be some program introduced here which would make for a more 
equitable distribution of cars, or you are going to have to have a greater 
number of cars. It seems to me you are faced with now, and are going 
to be faced with in the future, a shortage all over the country. 

I know the grain interests in the Midwest are constantly complain- 
ing about the shortage of cars there for the movement of grain. I 
know the coal fields in West Virginia quite too frequently have short- 
ages of cars there. 

Let me ask you this: Does the system under which the pullman 
cars operate, is that system satisfactory in the passenger phase of 
railroad transportation ? 

Mr. Seper. Yes, as far as I know, it is working out very well. 

Mr. Motxonayn. Is that considered to be profitable, both to the pull- 
man and to the railroads? 

Mr. Sever. To the extent that 

Mr. Motitonan. Any passenger traffic is with the railroad ? 

Mr. Sever. Yes. The pullman operation is at a terrific deficit, I 
will say that. I think the railroads feel they are handling that deficit 
about as well as it can be handled in any way, and better than it would 
be handled if there were some other form of operation. 

Mr. Motionan. If they owned the cars on the same basis, or bought 
them on the same basis they buy freight cars ? 

Mr. Sever. Yes. 

Mr. Motionan. Has any consideration been given to adopting such 
program or plan covering their freight movements ? 

Mr. Sever. [ would like to have Mr. Gass answer that. 

Mr. Gass. There have been numerous pool plans suggested; that is, 
managed pool plans. None of them have ever completely solved it, 
because your problem is not the same. In your movement of passenger 
trains you have set scheduled trains moving from point to point. As 
an example on, say, the City of San Francisco that moves out over 
the North Western, over the Union Pacific, and the Southern Pacific, 
they buy the equipment based on a prorate of their mileage. One 
has 10 percent of the mileage or 20 percent, he buys 20 percent of the 
investment in the equipment necessary to manage that train. They 
never leave that particular area, they go from Chicago to San Fran- 
cisco back to Chicago, in that pool—they are turn-around. But a 
freight car is an entirely different problem. You may have a car 
loaded at Bangor, Maine, that goes to Mexico City maybe once. That 
is the end of that. Or you may have one that is loaded in the area of 
the Southern Pacific somewhere that will go into Oregon, the next time 
it may go into Maine, maybe the next time it will go into South 
Carolina, because it follows the trend of the distribution of the com- 
modity which it carries, and not the scheduled service regular train 
service like passenger service. 

The problem is not at all the same. 
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Mr. Mouionan. Doesn’t your movement in freight follow pretty 
much—of course, there are the cases you mention now, we accept that— 
but doesn’t the movement of traffic follow a pattern ? 

Mr. Gass. No, it is the most competitive traffic in the world, it moves 
in all directions. 

Mr. Motitonan. Competitive or otherwise, doesn’t it in the final 
analysis, business being as good this month as the one preceding, fol- 
low the same pattern ? 

Mr. Gass. No, it may be an entirely different nature of commodity. 
You have your seasonal movements. 

For instance, you start out with the cantaloups down in the Im- 
perial Valley, you get your potatoes in Kern County, using California 
points of perishable goods, that will move all over the United States. 
When the potatoes go out of Kern County you have to get potatoes 
from somewhere else. The next area that will open up will be the 
Alabama potatoes and Carolina potatoes. 

Mr. Motionan. That will go on? 

Mr. Gass. I know, but it is a different traffic pattern, because the 
area has completely changed. You will wind up in Aroostook County, 
Maine, in September or early October, with  & potatoes out of that 


area, going to the same consuming areas, but the traffic pattern is 
different. 

Mr. Motxonan. 1950 will be the same as 1951, in all probability ? 

Mr. Gass. Not necessarily, you get a little frost in the valley, and 
you don’t get a peach from Carolina this year. 

Mr. Motionan. Those are the acts of God, we plan for them but at 


the same time 

Mr. Gass. You can’t plan to own cars to fit that pattern years in 
advance. 

Mr. Motxonan. The point I am trying to make is that out of the 
Pittsburgh area and the northern West Virginia area you plan on 
moving steel; that is the heavy industry there; that will G the trans- 
portation pattern. 

In southwestern West Virginia you will be moving coal, and you 
know you will be moving coal; and in the Midwest you will move 

rain. 
’ Mr. Gass. Yes. What if the West Virginia operators all at once de- 
cide they will take the coal in the steel industry by water? You have 
a lot of river mines there, they dump it on the banks and they float it. 

Mr. Motionan. I am talking about West Virginia, two-thirds of 
the coal produced in West Virginia is produced in the southern part 
of the State, there is no river transportation down there. 

Mr. Gass. No, there wouldn’t be from that area. But we do have 
that with respect to coal, which is a commodity that is mined in other 
areas. In Pennsylvania you do have that. 

Mr. Motxioman. It seems to me that within reason, barring these 
occurrences over which none of us have any control in any business 
operation, your traffic pattern over the years would have a fairly estab- 
lished routine nature ? 

Mr. Gass. Well, I wish it did have, but, frankly, it does not. A 
little thing like a freeze or a heavy snow can change a traffic pattern. 

Mr. Motionan. I think we all understand that. That is one of 
those factors that we can’t plan for, we just have to be more or less 
prepared for it. 
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One other thing that interested me here, and I think it is basic to 
the entire inquiry of the subcommittee, and that is we have accepted the 
goal set by the ODM of 436,000 as being an equitable goal; it was fair, 
reasonable, and would take care of the needs of the industry. On that 
basis the railroad industry participated in it and have availed them- 
selves of it. 

It seems to me all of us understand what the intent of the Congress 
was, and that was to expand our production, and in this instance our 
transportation facilities, looking toward a national emergency. 

Now, in the 514 years—5 years and 5 months, up to June 1 of 1955, 
our car-construction program has shown a deficit of 31,434 cars. 
From the figures you just gave us a minute ago, Mr. Gass, we are 
going to have an additional deficit this year of "25,000 cars, which 
means we will have a total deficit for the 6-year period in the tax- 
amortization program of 56,434 cars. 

What is the significance of this to you ? 

Mr. Gass. Well, I don’t know what the significance of it would be, 
except that we are not getting the cars, perhaps, that we need, but still 
we haven't had a test of what we do have that we haven’t met. 

Mr. Motionan. We have accepted a goal here, your own goal is 
1,850,000, and that is only sixteen or seventeen thousand less than 
ODM’s. Undoubtedly all the railroads, or the principal railroads par- 
ticipated in the setting of the 1,850,000 goal, and they accepted it as a 

valid goal; they availed themselves of this Government assistance to 
the extent of 436,000 new cars, many of which are straight out and 
out replacements. They undoubtedly took into consideration the fac- 
tor you mentioned a while ago of the lesser effici iency of the cars that 
were being replaced. This must of have been of major importance in 
making their determination that a certain number of replacement cars 
should be eligible for tax amortization assistance. And only 194,000 
of them actually were new in the sense that we are speaking, and fol; 
lowing the ful! intent of the Congress whose purpose in originating the 
program, was to expand the transportation facilities of the country. 

Do you feel that the railroads have kept faith with that program ? 

Mr. Gass. I do, yes, because you are dealing here altogether with an 
overall mass figure. I have tried to point out, taking the situation as 
we found it on July 1, 1950, which was a few days after the outbreak 
of the Korean inc ident, which led to this amortization goal, we have 
added cars in needed categories, such as 11,457 boxcars 

Mr. Mottonan. I remember that testimony very well. 

Mr. Gass. You remember that ? 

Mr. Motitonan. Very well. 

Mr. Gass. That I think certainly does meet and keep faith with the 
Government in its tax amortization program, because of the cars that 
have been added net to the fleet, 17,266 covered hoppers, 11,524 addi- 
tional cars of other types—that i is, your tanks and others—that that 
increase there, although there has been a decrease in the coal cars in 
which you are vitally ‘interested 








Mr. Motionan. Well, now, aren’t we all vitally interested in this 
special type car in relation to national emergency needs? Isn’t coal 
basic to steel, and isn’t steel basic to the national preparedness ? 

Mr. Gass. Yes, it is. 
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Mr. Motxonan. It seems to me that would be a glaring admission 
to make if your deficiency in cars was in that direction. 

Mr. Gass. The decrease was 35,782 cars, in that particular type of 
ownership. 

Now, I showed that because of the increased dieselization, in the 
railroad fuel program alone, where we normally had 40,000 cars under 
load with company coal, in a mobile unit, so we could move it from 
division to division, we have reduced it to 8,500. This is just held 
‘ars—we reduced that to 8,500, and that is a reduction of 32,000 needed 
cars in that particular service to be held, but you have to have cars 
at the mines loading, cars en route, cars emptying back, so the 32,000 
is merely a basic figure. And that compares to the 37,000 that the 
program is short of maintaining the July 1, 1950, figure. 

Mr. Mo.tionan. There isn’t a single thing you said there which 
doesn’t support my position, and that is that you need a greater num- 
ber of cars, when you take into consideration you have a certain num- 
ber of cars that have to be at the mine, in transit, unloading 

Mr. Gass. But we have done away with the use of those because of 
the dieselization program. That many cars have been taken out of 
railroad service, and the decrease in your overall ownership is prac- 
tically the same figure. 

Mr. Motionan. You mean, then, that so far as utilization is con- 
cerned, you are prepared to furnish cars to the mines to move just as 
much coal and as promptly as you could under the old program with 
the old number of cars? 

Mr. Gass. That is right. 

Mr. Motionan. Well, then, what you are saying is that this goal 
is not valid ? 

Mr. Gass. No, I am not talking about the overall goal. I am talk- 
ing about a specific segment of it. 

Mr. Motionan. Mr. Gass, we can’t pick out certain segments of this 
thing and use that argument to defeat the argument on the overall 
goal. Certainly in all probability if I were as familiar with those 
figures as you are I could cite a particular case and refute exactly 
what you said on the reverse side of the argument. 

Mr. Gass. I don’t know, maybe I am not getting your position on 
this, Mr. Mollohan. 

Mr. Motionan. My position is a very simple one, I think. We have 
accepted here that we need 1,850,000 cars as our goal. 

Mr. Gass. What kind of cars? 

Mr. Morztonan. That undoubtedly must have been in your reason- 
ing when you established it. 

Mr. Gass. Yes, that is the very point in the program. You are 
dealing with cars, as such. But now let me point out a case of this 
kind. Let us say we had 1,850,000 cars, just as cars. Suppose there 
was a shortage of refrigerator cars to move the lettuce out of southern 
California and a surplus of coal cars in the West Virginia fields, or 
vice versa, it would do you no good. 

I deal with cars as the type of car they are, fitted to the commodities 
they were made to carry. You might have a surplus of one type of 
car and a shortage of another type of car, and the people who deal 
with net surplus and shortages will take that figure and say you have 
a surplus of 10,000 and a shortage of 10,000, so it balances. It doesn’t 
work out that way. 

67504—55 10 
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Mr. Motionan. This 1,850,000 is not my figure, it is yours. 

Mr. Gass. That is right. 

Mr. Motonan. But in the face of it you have dropped in 6 years 
56,434 cars, while you were trying to attain that goal of 1,850,000. 

Mr. Gass. Could we get this again ? 

Mr. Motxonan. I assume this goal of 1,850,000 was established in 
1950; is that right? 

Mr. Gass. That is right. 

Mr. Motxionan. Since that time you have lost 56,434 transportation 
units. Upto December 1 of this year. 

Mr. Gass. Up to December 31 of last year. 

Mr. Motionan. No, this coming year. 

Mr. Gass. Oh, I see, you are adding 1955. 

Mr. Motionan. Yes, sir; I am counting the 25,000 deficit this year 
you estimated a few minutes ago. 

Mr. Gass. That has not been lost yet, but you are projecting a figure. 

Mr. Mottonan. I am quite sure you were not overly pessimistic in 
suggesting it. 

Mr. Gass. That is my best judgment. 

Mr. Motto“Han. That would make the deficit as of December 31, 
56,4342 

Mr. Gass. Under our goal ? 

Mr. Mottonan. Under your goal. 

Mr. Gass. Yes, that was to achieve a transportation potential of 5 
percent over 1954, which has not yet been achieved. 

Mr. Motiouwan. That is basic to the tax amortization program, 
isn’t it? 

Mr. Gass. What is? 

Mr. Motionan. That 436,000 additional cars. 

Mr. Gass. Well, that goal is not my goal. 

Although it is based on relatively the same figure. 

Mr. Motionan. Then your position, Mr. Gass, is that even in the 
coal industry now with a loss of 7,000 cars we have an adequate num- 
ber; is that right ? 

Mr. Gass. Beg pardon ? 

Mr. Motionan. Your position is in the coal industry, the type of 
cars that haul coal—I didn’t get your figures, but I believe you said 
there were 7,000 less cars now ? 

Mr. Gass. Thirty-seven thousand less than in 1950. 

Mr. Motionan. Thirty-seven thousand cars less? 

Mr. Gass. Thirty-seven thousand less, which is partially offset by 
approximately thirty-two thousand that had been taken out of com- 
pany fuel service in that same period. So your shortage would be net 
actually somewhere about 7,000 cars. 

Mr. Motionan. That is the figure I had, 7,000. 

Mr. Gass. Yes. 

Mr. MotioHan. Your position must be that you have adequate num- 
bers of coal cars? 

Mr. Gass. No, I still want those 7,000 to bring it up to that goal. 
I wouldn’t accept that as being an adequate figure at the moment be- 
cause we do have shortages, but I think the shortages—well, they are 
seasonal shortages, that will be pretty well overcome in the balance 
of the year. I don’t think there is too much difficulty in coal. 
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Mr. Puiarrncer. Mr. Gass, this figure of 1,850,000, according to cost 
service division figures there were 1,833,000 cars on hand at the begin- 
ning of 1950. 

Mr. Gass. I think you are including the railroad-owned and con- 
trolled private refrigerator cars, aren’t you ? 

Mr. Piarrncer. Was that in here? 

Mr. Gass. Yes. 

Mr. Piaptncer. Is that the 87,000? 

Mr. Seper. 83,000. 

Mr. Gass. 83,000, I think, I don’t have the figure. 

Mr. Sever. Yes, 83,274. 

Mr. Piaprncer. What type of car do you use to haul grain, Mr. 
Gass ? 

Mr. Gass. Principally boxcars. There has been some movement—in 
fact, there has been kind of a change in the movement of traffic all 
through, where bulk commodities are moved, going to the covered 
hopper. The grain trade has not gone into it much yet, but I do 
have movements in covered hopper cars like from Buffalo, for export. 

Mr. Piapincer. Are there a sufficient number of these cars to handle 
the grain situation at peak ? 

Mr. Gass. At peak? No, and I don’t think any number you could 
get would be adequate; for instance, your harvest comes on, starting 
down in Texas, in late May. You have grain being harvested all 
through up until after Labor Day in the Northwest. Now, the factor 
of the adequacy of cars is met more this way, as to whether or not the 
primary market could absorb any more cars. For instance, if you have 
6,000 cars on hand at Kansas City, is there any sense in moving addi- 
tional grain to add to that congestion ? 

We have as many cars as the primary markets can absorb, but our 
principal activity right at the moment is moving last year’s grain crop 
which the CCC had to take over. About 60 percent of our grain move- 
ment today is last year’s grain. 

Mr. Piartncer. That was a study prepared by the Department of 
Agriculture in 1953, on the transportation of grain by the railroads, 
and their conclusion was that while the overall transportation require- 
ments for grain and its products have increased substantially during 
the postwar years, the railroad share of that traffic has declined. 

Mr. Gass. That is right. Truck competition. 

Mr. Priapincer. Do you think that the competition has arisen be- 
rause of the unavailability, for instance, of boxcars? 

Mr. Gass. No, I think it is a question of rates. 

Mr. Prarrneer. In the same study they say that while relative 
freight rates and other factors are important in determining shipper 
choice of transportation service, the availability of transportation 
supply is frequently the decisive factor which guides the shipper in 
selecting the transportation to move the goods to market. 

Do you have any comment on that ? 

Mr. Gass. No, I don’t think so. That is an assumption they have 
made after a study of the factors involved, but I have found this: I have 
found trucks taking grain out of country elevators at the time there 
were 6 or 7 empty boxcars setting on the tracks waiting to be loaded, 
which indicated there was not an inadequacy of transportation that 
affected it. It is a question sometimes of convenience, and some- 
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times of the contract that they make with the harvesters, because all 
grain practically now is harvested by combines, by commercial harvest- 
ers. Very few farmers any more go through the process of cutting 





the grain, processing it, and taking it to market. 
Mr. Priapincer. Mr. Seder, on page 8 of your statement you refer 
to 35.3 percent of the total net investment was in companies which t 


earned less than 3 percent—this is in 1954—while only 25.5 was in 
companies which earned as much as 5 percent. 

Do I gather that the remaining 44 percent was someplace in between 
3 and 5 percent ? 

Mr. Sever. Yes, that is correct. 

Mr. Piaptncer. You show the rate of return on net investment was . 3 
3.28 percent. . 4 

Mr. Sever. No; that is the net railway operating income as related 
to the property investment—net property investment dedicated to : 
transportation service. In other words, it is the amount of earnings on F 
the transportation property, without any deductions for interest on 
debt, or anything of that kind. 

Mr. Praprncer. In other words, would you call that net railway 
operating income; is that what it is / 

Mr. Sever. That is right. 

Mr. Puapincer. I was interested in that figure because you show 
that the percentage of return on the next page on capital and surplus 
in the same year for the railroads was 4.1 percent. 

Mr. Seper. Yes. The difference between those is largely the in- 
fluence of the borrowed money. 

Mr. Prarrncer. Incidentally, on the first page of your statement you 
say, “At most the amortiz: ation is no more than a 5-year loan of the 
part of the cost of facility.” 

Isn’t it really a 25-year loan ? 

Mr. Sever. Well, perhaps my choice of words could have been im- 
proved upon. What I meant to say, of course, was that it was a loan 
made during a period of 5 years. 

Mr. Puaprcer. And paid back over the rest of the period. 

Mr. Seper. And paid back, as I say, over the life of the contract. 

Mr. Morzoman. Mr. Gass, a few minutes ago we had an exchange 
between us about increased numbers of cars in certain vategories. 

Mr. Gass. Yes, sir. . 

Mr. Mottonan. I have before me a 1954 annual report from the 
‘ar service division. 

Mr. Gass. 1954? j 

Mr. Motionan. Yes; prepared by the Association of American 
Railroads, operations and maintenance department. 

This shows in January 1, 1945, you had 742,447 boxcars, and in 
September 1954, you had 723,650, or a loss of approximately 19,000. 

Then in railroad-owned refrigerator cars, for the same periods, 
you had 20,000, January 1, 1945, and on September 1, 1954, 18,445, 
and since we have not taken into consideration these priv: ately owned 
refrigerator cars I won’t mention those, although they show a loss 
of approximately 5,000, and the gondolas we have dropped from 
345,355 to 297,659. Hoppers, we haivn increased 24,000, from five- 


we 


hundred-and-twenty-five-thousand odd, to 540,000, and then the only 
figure that we have here on covered hoppers is Januar y 1, 1948, begin- 
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ning with 14,117, and ending with 37,225, and I think those were 
together, were they not ? 

Mr. Gass. They were included prior to the 1948 figures—they were 
included in all hoppers. 

Mr. Mottonan. That would absorb the twenty to twenty-four 
thousand loss that was shown before in the hoppers ! 

Mr. Gass. There was no loss in hoppers, sir. 

Mr. Motxionan. I beg your pardon. There was an increase of 
24,000. 

Mr. Gass. That is right. 

Mr. Motxonan. So there would be a 23,000 additional increase, 
and that would show a total increase in hoppers of about 47,000 cars, 
covered and uncovered hoppers. 

In stock cars, we show a loss of approximately 14,000. In flatcars, 
a loss of approximately 15,000. And in all others, we show an increase 
of approximately 25,000. Our overall, January 1, 1945, was 1,764,109. 

Mr. Gass. I beg your pardon ? 

Mr. Motironan. Was 1,764,109, and I have taken out the 86,794, 
because as I understand it in your figures they do not play any part. 

Mr. Gass. That is right. 

Mr. Motionan. September 1, 1954, your total was 1,753,390 cars, 
which would suggest that your goal on January 1950, was approxi- 
mately 100,000 car increase in your fleet. 

Mr. Gass. That is about right—approximately. 

Mr. Motionan. It would be 98,000. 

Mr. Gass. That is about right. 

May I comment on what some of those changes are ? 

Mr. Motionan. Yes. 

Mr. Gass. For instance, in 1945, in your gondola fleet where you 
had 345,000, you show now 297,000. There is a change in a type of 
car. There was a time when the small coal dealer wanted the small 
coal car, not over 35 or 40 tons, in the smaller communities, and we 
had the car that fit that, the small car. Then when the domestic con- 
sumer began to go to oil, that market was more or less shot, and we 
had only the large commercial users, and the gondolas that were lost 
were replaced by hoppers of a larger capacity. 

Now, on your refrigerator cars, which I merely comment on there, 
there is a drop, that is largely the meat rack car, which has been sup- 
planted by trucking competition to some extent. The stock car, of 
course, the stock movement is completely—has completely left the 
rails, except for movement to range and from range. A movement to 
market is a minor factor in the handling of live stock. But we do 
have the seasonal movement to range, to pasture and back, particu- 
larly in Texas and California. 

Now, your flatears, that large drop there is rather obvious, but. at 
the time this 1945 figure was used all of your pulpwood, in your paper 
industry, practically, moved in flatears. Since then we have developed 
a special pulp rack, The pulp racks have been taken out of the flat- 
car category and put over into this “others,” you will notice there is 
an offset of 19,000 to 44,000, in “others,” which compensates for the 
drop from the other category. 

Mr. Motionan. Mr. Gass, in your opinion was it proper for the rail- 
roads to consider replacements of present facilities eligible for tax 


amortization ? 
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Mr. Gass. Yes, I think so, I don’t think they are replacements— 
there was a time when all your local delivery was handled by a man 
with a horse and a small wagon, and then he got a 1-ton truck. The 
availability of his transportation ability to perform transportation 
was increased materially, and that is exactly what we have done here, 
increased our ability to perform transportation, not only with the units 
of equipment but in the other factors like increased yard facilities, 
vour CTC, your dieselization, and even in matters of handling of 
paperwork, procedures we have increased, the availability of the unit. 

There was a time when an interchange took place between one rail- 
road and another of a car that the interchange report was made out 
and sent into headquarters, and now it is put on to a teletype, and it 
is in there usually in an hour or hour and a half after the physical inter- 
change of thecar. That is, we have closer tab on them. 

Mr. Mottonan. We make a great deal of reference here on numerous 
occasions to these wornout cars. I think there were 10,000 of them, 
that the Pennsylvania R. R. retired at one time. 

Mr. Gass. That is right. They wouldn’t have carried them through 
except as a part of the war effort, iia they were needed. 

Mr. Motitonan. Those cars, any 10,000 that were purchased to re- 
place those 10,000 cars, would they not in a sense be replacements ? 

Mr. Gass. They would not replace 10,000 in the first place, because 
the need has changed. The need of that car has gone. They need a 
different car entirely. It is not a replacement, any more than a truck 
would replace the horse. 

Mr. Motionan. Do you think it is necessary at all for the railroads 
to make any reference to the fact that their applications for tax 
amortizations of certificates of necessity were replacements ? 

Mr. Gass. I wouldn’t have any opinion on that. 

Mr. Sever. I would like to say something on that. The railroad 
concept of change in equipment has for a long time been that new units 
of equipment are not replacements, they are additions to the fleet. 
Now, the Interstate Commerce Commission in its form of annual re- 
port makes that same sort of distinction that has been imbued into the 
reports. 

For example, when it comes to rails and ties, we have a schedule re- 
quiring the reporting of the number of tons of rails laid in replacement 
in one schedule during the year, and another schedule calling for rails 
laid in additional tracks and in new lines, and extensions. There is a 
similar schedule for ties laid in replacement and a schedule for ties 
laid in additional tracks and in new lines and extensions. They have 
given us a concept of what replacement is. 

When we come over to the equipment table, they say—I will go to 
freight cars: They begin, available for service at the beginning of the 
year by number of units, by boxcars, flatcars, stock cars, and so forth. 
Then the next column says “Number of units installed during year,” 
no replacements. And that is divided between new units, rebuilt, and 
rewritten into property accounts, and leased from others, and so on. 

And then, of course, there is also provision to show the number of 
units that are retired during the year. But there is no intimation 
even that any of the units that are installed during the year are re- 
placements. Therefore, when you come to these applications that were 
made for amortization, the railroads had a form which was designed 
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for the use of industry generally. There was no special form for the 
railroads. One of the questions on that form was “Are these facilities, 
are these cars replacements?” Well, of course, the railroad concept 
has been for a long time it is imbued into us, that installations of cars 
or locomotives are not replacements, they are additions to the fleet, 
and are designed to perform a new service, a service that will give 
greater capacity, greater flexibility, greater utility, because of free- 
dom from interruption for repair, overhauling, and so on, and also 
designed for new uses as the economy changes. 

Mr. Meaper. Mr. Chairman, might I ask a question ? 

Mr. Motionan. Yes. 

Mr. Meaper. Mr. Seder, is there something peculiar about that con- 
cept within the railroad industry which would not apply for example 
to a steel plant or to an automotive plant ? 

Mr. Seper. I just don’t know. I don’t know what 

Mr. Meaper. I gather you do not call these installations replace- 
ments because you would have a more modern type of equipment 
which is not precisely like that which is retired, but wouldn’t that be 
true in a steel mill, that they would take advantage of technological 
improvements in steel operations in, say, tearing down a part of their 
plant and building a new one? 

Mr. Sever. It is entirely conceivable; yes. I don’t know much 
about a steel plant, but it is possible. I have spent my life in railroad- 
ing, and I have the railroad concepts. 

Mr. Meaper. How long has this concept or this philosophy of not 
having replacements prevailed in the railroad industry, and how long 
has it been recognized in the forms of the Interstate Commerce Com- 
mission ? 

Mr. Sever. Well, I don’t know just how long it has been recognized 
in this form, quite a long time. 

Mr. Meaper. At least, long before the Korean incident ? 

Mr. Sever. Oh, yes, yes, many years before that. But I can say 
this, that in my experience, which extends back 37 years in the rail- 
road business, there has been pretty much of a change in that concept. 
When I first began railroading we did replace cars in kind. On small 
railroads, when I started, 500 40-ton boxcars were worn out, maybe 
they were a little smaller than that, the thought was to buy that many 
more boxcars of the same description, same capacity, and all that. 
But all that changed, particularly after World War I. 

I think one reason for the change in concept was that in World 
War I when the United States Government operated the railroads, 
it got the brilliant idea that it might be well to have a standard 
boxcar, a standard locomotive, and certain other standard forms of 
equipment, and it, I am afraid, lowered the standard of specifications 
below what it should have been. The Government did build a tre- 
mendous number of boxcars, and quite a few locomotives, and they 
parceled those out among the controlled railroads and forced them 
to pay for them. Well, those were a headache, and gave trouble right 
from the start, practically. 

I think it cured the railroads of the idea of this complete standardi- 
zation in equipment. 

Mr. Meaper. I don’t know whether we are going to come to any 
formula, but I think it might be interesting to know when a replace- 
ment is no longer a replacement. 
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Mr. Motionan. I have been trying to find that out for several days. 

Mr. Sever. I want to be responsive. I will grant you that we are 
to an extent playing with words here. I see your point. 

But the reason I made that particular statement is because of what 
had been stated yesterday about these applications, why the railroads 
say that these were not replacements. I say they were made in all 
honesty. 

I suppose the railroads might just simply have omitted answering 
that particular question, but the lawyers had something to do with 
the filling out of these questionnaires, and I think they felt that every 
question ought to be answered, and they answered the question prop- 
erly. I have an idea that I signed a few of these applications for 
the Chicago & North Western. I assure you I was perfectly honest 
and sincere in my belief that any cars that the North Western was 
going to acquire were not replacements in our own concept. 

Mr. Motionan. Mr. Seder, let us follow through just for a minute, 
because, as Mr. Meader says, I would like to know, I would like very 
much to know when a car is a replacement. Here is a statement— 
I am not going to introduce this all in the record because it was in 
the record the other day, and you have had an opportunity to study 
the record. We have made available to you a copy of the record, 
a copy of the transcript of each day’s proceeding, have we not? 

Mr. Sever. We bought it; yes. 

Mr. Motionan. We had to authorize it or it would not be available. 

You are familiar with the content of those excerpts that I intro- 
duced in the record the other day ? 

Mr. Seper. Yes. 

Mr. Motxonan. Following through with what you said, that these 
cars are not replacements, here is a statement that the B. & O. has 
made, “That facilities are additions to the applicant’s car supply.” 
And another one, “The facilities are additions to applicant’s car 
supply, acquired to alleviate a serious shortage and availability of 
subject’s facilities, and to comply with the request of the car service 
division of the Association of American Railroads.” 

Would that suggest to you you are going to take a car out and 
one is going to be replaced ¢ 

Mr. Sever. Well 

Mr. Motrowan. You use the word “additions.” Additions to me 
means in addition to what we already have. There is no suggestion 
in that, as I see it, that we plan to take a car out of our present fleet 
and move this one in. 

Mr. Sever. At the time that those cars are delivered they are addi- 
tions, 100 percent additions. Now, everybody knows that cars are 
going to be retired. That happens every day. Sh Prise. 9: 

Mr. Motionan. The only thing I know is what is said right here. 
We are not going to assume anything. Just what is your interpreta- 
tion, if you were evaluating that application, what would you say that 
the Baltimore & Ohio Railroad meant when they signed the statement 
to the effect that these facilities are additions to the applicant’s car 
supply? Would not your immediate interpretation be that this is 
if they have 1,000 now that they are going to have 1,001 if this ad- 
ditional one is authorized ? 

Mr. Sever. And they will have. But they may retire one during the 
next month. 
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Mr. Motionan. I thought for a moment you had said something 
definitely. 

Mr. Seper. I agree there is a question of intepretation of words 
here, but I feel that the railroads were perfectly justified, and per- 
fectly sincere in making the statement that these would add to the 
fleet. 

Mr. Moitonan. All right. Now, let me ask you another question: 

Mr. Seder, have there been any cars added under the tax amortiza- 
tion program that would not have been added if you had not had 
the tax amortization program? I mean by that, have you added a 
single car here that the pressures of your immediate business demands 
did not require that you have, whether it be a replacement, addition, 
or whatever you want to call it. 

Mr. Seper. I can say this positively, that some of the cars that were 
purchased and installed would not have been purchased if it had not 
been for the amortization program. That I know, 

Mr. Mottonan. Why? 

Mr. Seper. Because the railroads that bought them just didn’t have 
enough money to finance them completely. 

Mr. Mo.tonan. Strictly speaking, it was a Government-financing 
proposition ? 

Mr. Sever. As I understood it, that was the purpose of this 
program. 

Mr. Motitonan. The intent of the Congress, and the purpose of it, 
was to expand our defense potential, that is the purpose of it. There 
was no intent of the Congress that this should be used as a replacement 
of existing facilities. I think that is clearly understood by all of us. 

Then we get into this fine play on words of what replacement means 
to the railroads, then we get into difficulty. 

Mr. Younger. I would like to get a little time pretty soon before 
we close, Mr. Chairman. 

Mr. Motionan. Take it right now. 

Mr. Youneer. It is on this point of the question of the intent of 
Congress. 

I wasn’t here in 1949 when the first rapid amortization plan was set 
up, but I certainly was here when the 1954 plan was set up, the tax 
overhaul that we made last year, and I don’t recall one argument or 
one debate on the floor in connection with the rapid amortization 
allowance that was for the purpose of defense. The whole argument, 
as I recall—and I know I used it myself—was for the purpose of 
stimulating employment. Everybody was fearful of a depression, and 
everybody was talking about a depression, and the amortization was 
made to have these industries go out and spend their money to replace 
and rebuild for the purpose of employment. 

Now, that was in 1954. We can go back and it looks to me as 
though the construction was natural, because from 1947 to 1949 the 
railroads had a lot of money coming out of the war, and they built a 
lot of cars when they had the money. 

Mr. Sever. That is right. 

Mr. Youncer. Then in 1949 again there was that big fear of un- 
employment, I remember that. I wasn’t in Congress, but I do remem- 
ber there was a great concern over the country that coming out of the 
war we might very easily go into the depression, and one of the stimu- 
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lants to avoid depressions, and to keep employment at a high level, 
was to give some kind of a stimulant to these various industries, not 
only railroads, but to plants. 

I remember I used one example of a printing plant which because 
of the rapid amortization allowance was able to put in an entirely 
new set of presses in their printing establishment. And other concerns 
did the same. Now, I may be all wrong in this, but to me one of the 
big advantages of the amortization program was to stimulate em- 
ployment. 

Mr. Motionan. Mr. Younger, I think I would have to agree with 
much of what you said. There is no question but what it serves that 
pee On the other hand, basically that was not the intent of 

ongress when the program was first initiated and first begun. One 
of the principal sponsors of it, as I understand, was Senator Millikin, 
and he stated on September 1, 1950, in the Congressional Record— 
that a man who already has a plant and has no need to expand his plant, con- 
sidering probably he will be confronted with decreased production for civilian 
needs, and the civilian market, will say to himself, why should I build another 
plant? And, further, this amortization schedule is placed in effect in order to 
persuade him to build another plant to take care of the Nation’s needs in time 
of war so he has a need for making provision for the building of new plants. 

Basically, that was the purpose, and the intent of the original act. 
Unquestionably in that period, which you are talking about, there was 
a considerable amount of concern about a recession, there were even 
those who felt we were headed into a depression. 

Mr. Youncer. Pardon me, was that prior to the Korean incident? 

Mr. Motiouan. The statement I just read was September 1, 1950, 

Mr. Puarincer. The law was passed, Mr. Younger, about the same 
time the Defense Production Act was passed, which was in September 
1950. 

Mr. Motxonan. It is the basic understanding of all of us, I think, 
that this was a measure to take care of an emergency, and that emer- 
gency was the need for national defense. 

Mr. Youncer. But that wasn’t true when we continued it in the 
1954 act. 

Mr. Motxowan. Basically that was true, because I think that the 
other need, to stimulate employment, was secondary and incidental to 
it. Undoubtedly it has that effect. The force and effect of any con- 
struction program is the easement of unemployment. 

Mr. Youncer. I do remember the debates on the floor, when Con- 
gressman Reed brought H. R. 1 up for discussion, and unemployment 
was the big argument which was used. 

In regard to the inventory of cars: Do you keep an inventory of 
cars that are loaded and unloaded ? 

Mr. Sever. You might ask that of Mr. Gass. 

Mr. Youncer. Mr. Gass. 

Mr. Gass. I don’t quite get your question, Mr. Younger. 

Mr. Youncer. I know that in all of these areas, in every freight 
yard, you take an inventory every day of every freight car that is 
in there. 

Mr. Gass. That is right, sir. 

Mr. Youncer. Now, do you keep a composite list or statistics as 
to how many cars are loaded that day, and how many are empty? 
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Mr. Gass. No. Centrally we don’t. They do on each division of 
each railroad. I do have figures with respect to the loadings by 
weeks—that is, that come from the railroads. I have the number of 
cars by types that are loaded each week by each railroad. 

For instance, the last report I have here with me is the week of July 
2. In that week we loaded a total of 331,034 boxcars, 32,827 refriger- 
ators, 101,371 gondola cars, 172,111 hoppers, 16,578 covered hoppers, 
56,078 stock cars, 13,833 flats—— 

Mr. Youncer. That is all right, but that gives the number that were 
loaded that week. 

Mr. Gass. That is right. 

mee Younger. Do you have the number that were unloaded that 
week ? 

Mr. Gass. No,I don’t. They do have on each individual railroad, on 
the division, but I don’t think they would have that in the railroads’ 
central offices. 

Mr. Younecer. The point I am trying to get at is, the determination 
of what you may have as your surplus, would be the number of cars 
that are not in use and not loaded at any given time. Now, what I 
am trying to find out is how many surplus cars you had, say, in 1949, 
and how many various periods, the end of 1950, 1951, and 1952? 

Mr. Gass. I have that, sir. I have that here in a chart, that I have 
made up, which shows the surplus. 

Mr. Younger. This is the one question we had yesterday. 

Mr. Gass. That is right. That shows the surplus above the line, and 
the shortage below the line, by weeks, by months, and by years. 

Mr. Youncer. You have both the surplus and the shortage here at 
the same time ? 

Mr. Gass. And on the same day. 

Mr. Youncer. I know, but what does this mean, you had a surplus 
of this, and a shortage of that at the same time? 

Mr. Gass. Yes. It could perhaps have been a shortage of refriger- 
ator cars. You can have a surplus and shortage of the same type of 
car on the same railroad the same day. 

Mr. Youncer. You can have what? 

Mr. Gass. You can have a surplus and shortage on the same railroad 
of the same type of car on the same railroad the same day. 

Take, for instance, the Santa Fe, which goes out into your area from 
Chicago. You might have a surplus in California and short a car in 
Chicago, of the same type on the same day. That is something of a 
distribution problem that will be solved in the course of time. 

Mr. Youncer. What I want to know is, how many cars they had 
on the road that were not in use at a given time. 

Mr. Gass. That is the basic figure for the year 1954, from which all 
this is taken. You will notice on the left there is the average daily 
surplus, and on the right is the average daily shortage. That deals 
with cars by types and by weeks, and shows the ones that were surplus 
and the ones that were short. These figures, I believe, have been 
furnished to the committee. 

Mr. Puapincer. That is right. 

Mr. Motionan. Mr. Gass, there has been quite a bit of conversation 
about and around that graph. Would it be possible for us to have a 
copy of it? 
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Mr. Gass. I would be very glad to reproduce it. This is just a pen- 
cil sketch I made rather hurriedly. But I would be very glad to draw 
you up one and bring it right up to date. 

Mr. Motionan. It would be very helpful. 

Mr. Gass. This is Wednesday. If I got it here by Monday, would 
that be soon enough ¢ 

Mr. Motitonan. That would be fine. Thank you very much. 

Mr. Younaer. I have just one other question. 

You have been with the railroads a long time. You have knowledge 
of the equipment that the railroads are reasonably supplied with 
freight cars of various types to handle the mobilization such were 
to take place ? 

Mr. Gass. No, sir; I wouldn’t say they are adequately equipped to- 
day to carry on a mobilization, but then, on the other hand, sir, it has 
never been tested, and I don’t know what they could do. But I would 
like to have a few more cars if we were going to fight exactly the same 
war as we had the last time, because the last time we had a seven- 
front war, and the movement of commodities was very much disturbed, 
as you know, because we had the necessity of supplying the Pacific 
operations through the ports of—well, from Hueneme on up to Se- 
attle, and all of the gulf ports, and the Atlantic ports. 

If it were a different type war maybe a one-front war, we might 
have enough. It would depend on the type of war, the intensity of it, 
and how rapidly industry would convert, because, you see, in railroads 
there is no conversion problem. It doesn’t make any difference. The 
car that hauled wheat yesterday, can haul ammunition today. 

Mr. YounGer. That is right. 

Mr. Gass. There is no conversion problem there. Cars would im- 
mediately be directed to the war effort, because, as you recall the cars 
now being utilized, say for the protection of commodities that are 
moving into the automobile industry, as an example, a lot of those 
commodities might be diverted because production of automobiles will 
unquestionably be stopped. Your vacuum cleaners, your toasters, and 
other items of that type, would go out, and you would have a con- 
version from one to another, and with that we might be able to even 
sustain, until we could see what was going to happen, frankly. 

Mr. Youncer. I appreciate all of that. But as Patrick Henry said, 
“we only have one light by which to guide our feet, and that is the 
light of the past.” With that admonition, and in consideration of the 
experience in the Second World War, do you think the railroads are 
equipped to handle the traffic should a mobilization of that type be 
required, and, if not, how many cars do you need ? 

Mr. Gass. For the first stages of it, yes. Now, going back and using 
your premise, if we want to know where we are going, take a look at 
where we have been. Pearl Harbor, December 1, 1941, we owned 
1,688,466 cars. Of that number 67,811 were bad order. We had a 
usable serviceable fleet of 1,620,655 cars, that was at the time of Pearl 
Harbor. As of July 1, 1955, we owned 1,716,932. Of that we had 
102,518 that were bad order, and a usable fleet of 1,614,414, or a dif- 
ference of 6,000 cars. With that fleet that we had then, at Pear] Har- 
bor, under the test that we had, we expanded the facilities, the use of 
the facilities, to the extent that we took care of a war. 

We have now actually an ownership more—our ownership com- 
pared with July 1, we have an increase in actual cars owned. We also 
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have a few more bad orders. But we could rapidly get those bad orders 
into shape. 

Mr. Meraper. Mr. Gass, how about the capacity of the fleet in 1941 
as compared with 1955 ? 

Mr. Gass. It is materially greater. In 1941 the average carrying 
capacity of the fleet was 50.29 tons per car, and today it is 53.8. 

Mrs. Grirritns. But what would happen to you if a large number of 
cars were wiped out? What about Chicago? What if all the switch- 
ing facilities and the cars, and whatnot, were wiped out ? 

Mr. Gass. I would assume it would wipe out the plants that fur- 
nished the traffic at the same time, and more than likely one could com- 
pensate for the other. 

Mr. Youncer. If your tracks and everything are wiped out, you 
wouldn’t have any use for cars, anyway. 

Mr. Gass. I think you will remember when we had the earthquake 
down in the Tehachapie Pass, we had within 3 hours from the time the 
earthquake hit which wiped out 5 tunnels on 1 of the main lines, we 
had diversions set up around it, nobody went hungry in southern Cali- 
fornia; there is something that hit southern California in the form 
of an earthquake that was more shattering than any combination of 
nuclear weapons that you could have today. 

Mrs. Grirrirus. Certainly, I agree with that. 

Mr. Youneer. Over a larger area. 

Mr. Gass. Over a larger area. It shook five tunnels to pieces. In 
30 days it was back in service. 

Mr. Motionan. Mr. Meader? 

Mr. Meaper. Mr. Gass, as I read these figures, there have been 
310,000 of the new cars installed under certificates of necessity ¢ 

Mr. Motiouan. Yes. 

Mr. Meaper. What would be your best estimate as to the number of 
cars which would have been installed in that same period, if there had 
been no rapid amortization ? 

Mr. Gass. That is pure conjecture, sir. 

Mr. Meaper. What is your idea 

Mr. Gass. I know a lot of annie who wouldn’t have bought them. 
It would be pure conjecture, sir. 

Mr. Meaper. From your familiarity with the needs of railroads, 
and the retirement history of cars, and the additions to the fleet, there 
would have been some; isn’t that clear ? 

Mr. Gass. Oh, definitely, yes; there would have been some. 

Mr. Meaper. Would it be fair to say there would have been at least 
half? 

Mr. Gass. I wouldn’t venture an opinion. It would be pure conjec- 
ture. My opinion wouldn’t be worth very much. 

Mr. Meaper. It would be worth more than mine, Mr. Gass. 

Mr. Gass. F don’t know. I would just as soon take yours as mine, 
Mr. Meader. 

Mr. Meaper. Do you have any idea, Mr. Seder? 

Mr. Sever. No, I haven’t any idea, because in every determination, 
for the purchase of cars, there are a number of considerations. This 
is one of them. And how much weight is given it, I just wouldn’t 
know. 

Mr. Meaper. There must be some figure, if you concede that some 
would have been added during this period without this incentive, 
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there must have been some minimum figure which certainly would 
have been added without that incentive—I mean 25 percent, or 10 per- 
cent, at least. 

Wouldn’t you say at least 10 percent of this number would have 
been added ? 

Mr. Gass. I wouldn’t just guess. I do know this, some of the equip- 
ment that was bought was bought solely because of the amortization. 

Mr. Youncer. Otherwise they wouldn’t be purchased ? 

Mr. Gass. They were bought solely because of the amortization; 
that is the reason they were bought. 

Mr. Preston. You mean by that, Mr. Gass—I don’t want your an- 
swer to infer the meaning that perhaps it could convey. You mean 
by that they would not have been bought but for the availability ? 

Mr. Gass. That is right, they were bought because the amortiza- 
tion was available to them. 

Mr. Youncer. We might address a letter to each of the class A 
railroads and get a statement from them as to how many cars they 
would have purchased had it not been for the availability of the tax 
amortization. I think they would be in a much better position to say 
than the witness. 

Mr. Motionan. That would mean a considerable volume of corre- 
spondence, Mr. Younger. We are willing to undertake it if you think 
it would be helpful. 

Mr. Younger. No, I don’t think it would be necessary. I was trying 
to say where the information is. 

Mr. Sever. Here is a telegram received—I guess that was Friday— 
from vice president and general counsel of the St. Louis-San Fran- 
cisco Railway Co., and he says this: 

St. Louis-San Francisco Railway Co. planning expansion of yard and repair 
facilities commencing this year to cost $16 million and also planning acquisi- 
tion of 2,000 cars in 1956 to cost $16 million. Rapid amortization program was 
factor in decision to expand and improve facilities. Urge that you make strong 
presentation as to desirability of continuing amortization program. 

This wasn’t solicited, or anything of that kind. This was just 
dropped in on us, but it is an indication of one particular program 
that is dependent to a considerable degree upon rapid amortization, 
and the interest that this railroad has in it. This could be duplicated 
many times, I am sure, although we don’t have any direct information. 

Mr. Meaper. I was going to ask you, Mr. Seder, if you are familiar 
with the statement made to this committee—I think it was day before 
yesterday—by Secretary of the Treasury Humphrey ? 

Mr. Sever. Yes, I was here. 

Mr. Meaper. I want to read one sentence and ask whether or not 
you agree with the Secretary: 

Rapid amortization unquestionably was of real assistance in expediting prep- 
aration for the war and still can be useful if limited strictly afld exclusively to 
that end. 

And then his concluding paragraph, which reads as follows, or the 
last sentence reads as follows: 


This is not critical of the past. Nor is it thought best to abandon the practice 
entirely, but its usefulness in the future will be greatest for the good of the 
Nation as a whole if from now on it is used only sparingly and very rigidly 
and strictly confined to direct war-requirements applications. 
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Do you have any substantial disagreement with the Secretary of 
the Treasury on that statement of policy with respect to rapid 
amortization ¢ 

Mr. Sever. Well, maybe it is improper for me to disagree with so 
distinguished a gentleman as the Secretary of the Treasury, but I 
would say the statement should have some qualification, perhaps even 
to carry out the full thought of the Secretary. The railroad industry 
is in a different situation than a great many other industries. It can 
make and will make a very strong and very immediate contribution to 
a war effort or to mobilization if that ever becomes necessary, as it 
has in the past. And every resource that the railroads have, as Mr. 
Gass has pointed out, are placed immediately at the command of the 
defense agencies. 

Therefore, everything that can be done to strengthen the railroads’ 
mobility and capacity and ability to meet this need is a contribution 
to the national defense ; it is an immediate contribution, it seems to me. 

So I think when you add to that the fact that the railroads them- 
selves are notoriously substandard in their level of earnings, and in 
their ability to make rapid expansions, or to supply what might be 
called standby facilities, so to the extent that there can be this assistance 
or contribution to, or let me put it this way, to the extent that it can 
be in part a cooperative effort between Government and the railroads 
to help the railroads overcome the first few years of the burden of 
capital borrowing and capital requirement, then I think a real service 
is deere by the public toward national defense. 

r. Meapver. I might say the Secretary of the Treasury didn’t spe- 
cifically say that he thought the granting of certificates to the rail- 
roads had been too liberal. However, I can’t help but derive the im- 
pression from his whole statement that he has a feeling something 
along that line, and saying he is not critical of the past, but he thinks 
there ought to be a tightening up of the granting of these certificates 
in the future, which pretty clearly indicates he felt we had been too 
liberal in the past. 

Mr. Sener. Of course, without any reflection at all, that is an en- 
tirely self-serving view, because his prime objective, as he pointed 
out, was if possible to balance the budget. Anyway, that he can build 
up income-tax receipts this year is going to be in the direction that 
he is working. 

Mr. Mraper. I might say on another subject that I think you did a 
good service to our record to point out that this rapid amortization 
does not mean forgiveness of the tax. I know I got in a debate with 
some colleagues yesterday which will appear on the American Forum 
of the Air next Sunday, by the way—that is no plug—in which the 
Secretary’s testimony was quoted as saying we had a billion dollar 
loss of revenue. 

Mr. Morso0nan. A billion dollar current loss of revenue ? 

Mr. Mraper. Yes. The figure he gave us was $882 million on cer- 
tificates of all kinds. He pointed out, as you point out in your state- 
ment, that that might be a loss this year, but an equivalent amount 
will be gained in subsequent years. 

Mr. Motionan. Unless we have a change—I think it is important 
to point out here, though, since we are on that subject—unless there is 
an increase in taxes, which none of us look for, and certainly all of 











154 STUDY OF THE TAX AMORTIZATION PROGRAM 


us are hoping against, that the fact that the excess-profits tax was 
repealed will mean a considerable savings to those who have used the 
tax-amortization program over the last 5 years. 

Mr. Sever. That is true. 

Mr. Motxonan. The railroads have had about $314 million of tax 
amortization certificates here for one reason or another. 

Mr. Mraper. $314 billion. 

Mr. MoLionan. $314 billion; yes. 

Mr. Seper. Of course, when you talk about excess profits you don’t 
need to talk about the railroads, because very, very few of them have 
any excess-profits problems. They would have tt glad to. We 
would all be glad to be obliged to pay more in taxes. 

Mr. Meaper. If I might, regardless of our counsel’s disturbance at 
my asking the witness these questions, I would like to raise this ques- 
tion that has been bothering me, Mr. Seder: If the railroads maintain 
ownership of this amortization property, through its useful life, 
eventually the Treasury receives the amount that it would have re- 
ceived if there had been no rapid amortization. There may be some 
question of interest on the money. But essentially, if the ownership 
ig maintained they cannot take any depreciation after 5 years, so their 
taxes are increased proportionately. However, in the event the prop- 
erty is not owned during its entire regular amortization period, then 
there might conceivably be some advantage. I am thinking now in 
terms of testimony earlier this morning about this company Interna- 
tional Railway Car Co. that took these bad-order cars and rehabili- 
tated them and leased them back to the railroads. It strikes me that 
conditions might be such where, say, in a bad revenue year a railroad 
would sell its cars, or some of its cars, and since it had losses, it would 
not have any income tax to pay, even though the income from the sale 
of those cars was in part treated as income rather than a capital gain. 

I am wondering if there is any possibility of maneuvering this own- 
ership of cars in the light of the fact that they have been written off in 
5 years ? 

Mr. Sever. No, Mr. Meader, there isn’t the slightest possibility. 
The Internal Revenue Code of 1954 does not permit any recourse. 
No part of any gain that might result because of amortization is 
treated other than as an ordinary business income, and subject to the 
full tax rate. But you do raise this question: What would happen 
if the railroad was operating at a loss that year and even with a profit 
on the disposal of this amortized car, the one unit, which lessened the 
deficit a little bit, they still wouldn’t pay any tax on that. But, as 
against that, the railroad losses for that year, assuming there is no 
carry-back or carry-forward that equalizes it anyway—but for that 
year the railroad loses the depreciation on every bit of depreciable 
property. 

Mr. Puartncer. For that year the Government also loses its op- 
portunity to get back part of its tax money also that it lost through 
amortization. 

Mr. Sever. Yes, that is right. But, asI say, the railroad at the same 
time loses a full year’s business loss on account of exhaustion of life 
of this property. So when a business enterprise loses money, it isn’t 
only the business enterprise, of course the Government loses, people 
lose, everybody loses when somebody runs into a deficit. 
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I guess maybe that is even true of the Government. 

_ Mr. Mottonan. Mr. Seder, a few minutes ago in response to a ques- 
tion from Mr. Meader you said you felt the Government should go 
along and assist the railroads in maintaining themselves in a stronger 
position to take care of any transportation requirements it might have. 

I suppose you meant civilian as well as anything that might occur 
in a national emergency ? 

Now, don’t you feel the Government has tried to do that in being 
very liberal, and I think we all accept that they have been very 
liberal, in granting tax amortization certificates of necessity to you? 

Mr. Sever. Yes, I think the Government has been very helpful. 
Or, let us put it this way, public policy has been helpful, not exclu- 
sively for the railroads, but for industry generally. 

Mr. Motionan. The reason I say for railroads, we are talking 
wbout them in particular today. 

Mr. Seper. Yes, we are grateful for what we have had. 

Mr. Moiionan. I certainly don’t mean to imply here at all you 
are the only ones that have benefited from this program. Generally 
speaking, many industries have. But do you feel there have been any 
purchases made by the railroads which were in excess of their require- 
ments to take care of their every-day civilian requirements? 

Mr. Sever. I feel sure that during the early period of the amortiza- 
tion, that is in 1951 and 1952, purchases or orders were placed which 
would have put the fleet in excess of what was currently the demand. 
But, of course, it has been said before, the circumstances over which 
the railroads had no control at all cut down the deliveries of equip- 
ment at that time. There might have been a surplus if the orders 
that had been placed had been filled as they were placed. 

Of course, conditions changed after that. Within a year after the 
material allocations became entirely favorable, the business dropped 
off. 

Mr. Mraper. Mr. Chairman, parenthetically, I feel like saying 
is where I came in—I remember when the Truman committee wa 
ing at transportation during World War II, the railroads 
screaming they needed more material for rail, freight cars, and 
and they begged the War Production Board for cert 
could get more cars. 

Now, the same thing happened again in the Korean war, but the 
minute the material is available then you don’t want them. In other 
words, the time when you want to increase your capacity, always 
coincides with other demands on strategic materials. 

Mr. Sever. That is natural, isn’t it / 

Mr. Youncer. Mr. Chairman, the figure that I was asking for a 
while ago is here, and I think it might be well to put it into the record. 

For 1954, daily average surplus of cars for the 52 weeks was 90.975, 
and the daily average of shortage of cars was 842. That would leave 
a surplus—a daily surplus of cars of 90,133 cars—the daily average of 
surplus cars not needed during the vear 1954. 

Mr. Motionan. Is there anything further you wish to sa 

Mr. Youneer. No. 

Mr. Moutiouan. Mr. Seder, to get back to what you said a few 
minutes ago, and I think it has been stated before, that much of he 
failure on the part of the railroads to purchase cars is because of the 
shoriuge of materials aui ing the wai years, during the K Peal Pea cd. 
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According to our records here, during the period January 1951 
to June 30, 1953, applications were made and certificates of necessity 
were gr anted for approximately 281,000 units. During the years 
1951, 1952, and 1953 the record shows ‘that 265,000 were built, which 
would show only 16,000 certificates of necessity were granted in excess 
of what were actually supplied during that period. 

Of course, I think we all understand there is a construction period 
involved here that provides for a certain amount of lag, but during 
that 3-year period it would appear you were fairly current with your 
construction. 

Mr. Sever. Yes, and I think if the cars had been produced at the 
rate of 10,000 a month, as orders contemplated, then there would have 
been a period here along about 1952 when there would have been a 
greater number of cars than were required. 

Mr. Motitonan. What I have just said, I think, demonstrates that 
to the largest conceivable extent all of the cars for which certificates 
of necessity had been granted, had been built. What you are saying, 
I think, is that there would have been an additional number of ap- 
plications filed; is that what you mean ? 

Mr. Sever. No, that original question I was attempting to answer 
was whether or not there would have been a time when the building 
of cars would have produced an excess over the requirements of that 
time. What I am saying is, if the cars had come along as fast as it 
was contemplated that they would come, it would have built up an 
excess at that time. The construction and deliveries were slowed 
down, and as a result with the contributions from retirements, and so 
on, we didn’t get ahead as we would have been otherwise. 

Then along came the decline in business, and sort of a slowdown 
developed. 

Mr. Mottonan. But there have been no purchases made, so far as 
you know, that were in excess of the requirements of the railroads, 
currently—current requirements ? 

Mr, Sever. Over a period, I would have to say probably not, except 
to the extent, of course, that a surplus was produced in 1954. If that 
had been foreseen, of course, why, possibly not as many cars would 
have been ordered in the years 1951 and 1952. 

Mr. Mottonan. You mean there were more cars available in 1954 
than you actually needed ? 

Mr. Sever. Yes. 

Mr. Morronan. In which your carloadings dropped to 5 million 
from 1953? 

Mr. Sever. Yes. 

Mr. Motionan. Actually the tax amortization program, so far as 
it applies to railroads, has not resulted in any expansion of the fleet 
in America, but during the period it was in operation the railroads 
have taken advantage of it to the extent of $1,597 million. During 
that period, projecting ourselves to December 31, 1955, we have had a 
loss of approximately 56,000 units. 

So numerically, we are 56,000 worse off right today, or will be on 
December 31, 1955, than what we were at. the inception of the 
program ¢ 

Mr. Sever. Iam afraid that is the situation. 

Mr. Motxonan. Is there anything further ? 
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Mr. Piaprncer. I just was interested, Mr. Seder, in your statement 
that there were very few railroads that paid excess profits taxes. The 
base period, as I recall—was it 1947 through 1949 ? 

Mr. Sever. Well, the railroads didn’t use a base period. ‘They used 
a rate of return upon investment as the basis. 

Mr. Puaprncer. I see. Was that the reason that the excess profits 
tax was kept small ? 

Mr. Sever. Yes. 

Mr. Prapincer. Just for one short question on the International 
Railway Car Co.: Do you know whether the railroads own or have 
any proprietary interest in that company ¢ 

Mr. Sever. I don’t know. I don’t think so. As far as I know, they 
do not. 

Mr. Piaprncer. Is that true as far as you know, also, with respect to 
the United States Equipment Co. ? 

Mr. Sever. Yes. 

Mr. Motxonan. Thank you very much, Mr. Seder, Mr. Gass, and 
Mr. Preston. Thank you very much for being with us. You have 
been very helpful. 

Is Dr. Dean in the room ? 

Doctor, would it be possible for you to come back tomorrow ? 

Dr. Jorn Dean. Yes, sir. 

Mr. Motionan. We will recess at this time until tomorrow morning 
at 10 o’clock, at which time we will hear from Dr. Joel Dean and his 
associates. 

(Whereupon, at 12:15 p. m., the subcommittee adjourned.) 
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THURSDAY, JULY 21, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON LEGAL AND Monetary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., in the committee room of the 
House Committee on Government Operations, Hon. Robert H. Mollo- 
han (chairman of the subcommittee), presiding. 

Members present: Robert H. Mollohan, William L. Dawson (chair- 
man of the full committee), Martha W. Griffiths, George Meader, 
J. Arthur Younger, and William E. Minshall. 

Also present: Curtis E. Johnson, staff director; Jerome S. Plapin- 
ger, subcommittee counsel; and Hal Christensen, associate counsel. 

Mr. Motitonan. A quorum being present for hearing purposes, the 
subcommittee will come to order. 

This is the Subcommittee of Legal and Monetary Affairs of the 
House Government Operations Committee, continuing our hearing in 
the tax-amortization program. 

This morning we will hear from Dr. Joe] Dean of Joel Dean Asso- 
ciates, management economists. 

Dr. Dean appears here this morning at the invitation of the commit- 
tee, and not under the auspices of any individual or group of indi- 
viduals. 

Dr. Dean, I understand you have a prepared statement ? 

Dr. Dean. Yes, sir. 

Mr. Motionan. Will you please proceed / 

Dr. Dean. ‘Thank you. 


STATEMENT OF DR. JOEL DEAN, JOEL DEAN ASSOCIATES, ECONOMIC 
AND MANAGEMENT CONSULTANTS, YONKERS, N. Y. 


Dr. Dean. Mr. Chairman, subcommittee members, ladies and gentle- 
men, my name is Joel Dean. I appreciate this opportunity to appear 
before the subcommittee to present the findings of my analysis of the 
relation of accelerated amortization to investment incentives. 

I am head of Joel Dean Associates, economic and management cen- 
sultants, Yonkers, N. Y., and am professor of business economics at 
Columbia University. 

I am associate editor of the Journal of Industrial Economics, and 
a director of American Hard Rubber Co., General Precision Equip- 
ment Corp., Technograph Printed Electronics, Inc., and the Bureau 
of University Travel. 
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For many years, my area of specialization, both in research and 
teaching, and in my consulting work, has been “Managerial Eco- 
nomics, ” ‘the title of my most recent book. This broad area includes 

capital expenditure management, i. e., the problem of when is it ade- 
quately profitable for management to invest funds in operating facili- 
ties, Consequently, Ihave a professional interest in the problem before 
this subcommittee. 

I am here not to advocate any course of action, but merely to be of 
such assistance as I can in an objective analysis of the question before 
the subcommittee. 

The basic problem which led to the development of the accelerated 
amortization device was the need to create a reserve carrying capacity 
of the transportation system in the interests of national defense. This 
objective could have been attained in several ways: 

One way was by direct Government investment in transportation fa- 
cilities, including diesel engines, CTC, and other facilities, as well as 
railroad cars. The Government has done this in aircraft and 
shipping. 

A second way might have been by cash subsidies to railroads. The 
Government has done this in shipping and through airmail subsidies. 

And third, by loan of income-tax funds through deferment of col- 
lections by means of fast writeoffs. 

Congress rejected subsidies and rejected putting the Government 
in the railroad equipment business. Instead, it chose partial tax de- 
ferment to stimulate railroad management to meet the national need 
through private investment. This choice paid an additional divi- 
dend. It made it more likely that the added transport facilities would 
take the form of a flexible reserve of capacity, useful in peace as well as 
in war, as opposed to the more costly form of idle standby facilities 
kept in mothballs. 

The problem before this subcommittee is whether fast writeoffs have 
expanded rail transportation capacity and should be continued. This 
problem breaks down into four main questions: 

I. What has happened to transport capacity ? 

II. Why do railroads buy freight cars ? 

III. How does quick amortization work ? 

LV. What has accelerated amortization cost the economy ? 

First, let us see what has happened to capacity. Some have claimed 
that the Government’s amortization program has failed because the 
number of freight cars has not increased. Let us see what has actually 
happened. 

A simple nose count of railroad cars tells little, for it is the produc- 
tive capacity and efficiency of the whole rail transport system that mat- 
ters for the national welfare. 

Congress recognized that there are many ways to increase the rail- 
road transport capacity besides buying cars. Legislation was written 
in broad enough terms so that other facilities could also qualify for 
accelerated amortization. Investments in diesel locomotives, central- 
ized traffic control, classification yards, mechanized maintenance, spe- 
cial-purpose cars, and loading devices are substitutes for increasing 
the car fleet. Moreover, improvements in operating methods which 
do not require investment can increase the capacity of a given number 
of freight cars. 
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The number of freight cars has stayed substantially the same since 
before the war, as can be seen in figure 1. (See pp. 171-179.) 

Going back over a longer period, almost half a century, we can see 
that even though freight- -car population has declined somewhat, the 
carrying capacity of the system has nevertheless risen, as is seen in 
figure 2. 

“Tf I may spend a moment looking at figure 2 with you, the best 
measurable method, in my experience, of the ‘apacity of an industry 
is what it actually turns out when it is pushed. You will see that out- 
put, represented in billions of ton- vale for the railroad industry 
reached a peak during World War I shown by the little black bar 
at the top of the jagged line in 1919, that it reached another crest in 
the postwar boom of 1928-29, that it reached another crest during 
World War II when the capacity of the system was pushed. And all 
of the indications are that the actual capacity has continued up some- 
what along the path of the broken line and that these three peaks of 
proven expansion of capacity took place during a period when the 

car population was declining substantially. 

Car count, then, is an imperfect index because it seriously under- 
states recent substantial increases in capacity of the transport system. 

(1) The average car is bigger, so that the fleet’s static capacity has 
grown even though car count hasn't. 

As is seen in figure 3, bigger cars raised static capacity of the fleet 
from about 87 million tons in 1940 to a postwar high of 95 million tons 
in 1953. Retirements have pulled it down somewhat in 1954. 

(2) The number of serviceable cars available for customer use has 
increased. Because of dieselization, cars that once carried coal for 
locomotive fuel can now work for customers, as is seen in figure 4, 
which shows that diesels by releasing fuel cars for customer service 
have expanded the carrying capacity ofa given statistical fleet, releas- 
ing about 68,000 cars in total over this period of dieselization. 

(3) The dyn namic capacity of the national fleet has been substan- 
tially increased through improvements in car utilization. 

(a) Rapid dieselization, stimulated by speeded writeoffs, has 
stepped upc arrying capacity. 

Figure 5 shows the number of diesel engines in thousands as it has 
grown since 1940. At the beginning of speeded writeup the number 
was about 14,000; at the end of 1953 it was about 22,500. It is esti- 
mated to be about 23,500 now. 

(6) Central traffic control, which can almost double the capacity 
of a single track road, has been installed on 23,000 miles of main line 
track, much of this critical, bottleneck trackage. In fact, CTC is 
making it possible for some railroads to pull up and retire from service 
some multiple tracks. A substantial stimulus to CTC has come from 
accelerated writeoffs. 

(c) Modern, mechanized classification yards, also aided by amor- 
tization, have further stepped up facilities. 

The most efficient way to expand overall capacity is by the bal- 
anced advance on all these fronts. To have only added freight cars 
would have wasted money and might actually have reduced capacity. 
Moreover, increasing the Nation’s freight-car handling capacity has 

laid the foundation for more rapid emergency expansion. 
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Thousands of private decisions have produced this economically 
balanced advance which has expanded transportation capacity effi- 
ciently, as is indicated in figure 6. 

Figure 6 shows for 1941, for 1949, and for 1954 several significant 
dimensions of the power to use freight cars efficiently. The last two 
columns of figure 6 show the improvement over 1949 and the improve- 
ment over the prewar level, and you will note that for every one of 
these measures of power to transport we see a substantial improvement. 

The complex and interrelated ways to increase capacity means that 
no simple program of Government freight-car purchases was likely 
to produce the desired increase in carrying capacity at reasonable cost. 
Putting this complicated decision up to the individual railroad’s 
management assured faster, cheaper, and better solution than could 
have been hoped for by Government edict. 

May I just mention in passing that I had 5 years of experience trying 
to formulate and administer Government edicts during the war when 
I had charge of gasoline rationing and fuel rationing, and I feel as 
though I speak with feeling and some experience in this matter. 

Railroads buy freight cars under general economic conditions that 
make purchase economically attractive. The underlying basic condi- 
tions in recent years have not been particularly favorable. Rail- 
roads’ share of total traffic is declining. Periods of car shortage have 
been few and brief. Car surplus dominates the picture, as is seen in 
figure 7, where in the top sector we see from 1947 through 1955 the 
periods of surplus of boxcars reaching a peak of 13,000 in 1949, a 
shortage reaching a bottom of 11,000, this is net shortage, and a sur- 
plus peak in 1953 of 26,000. 

The middle sector shows gondolas and hoppers and you will note 
that surplus peaks are big, and that the valley of deficiency is brief 
and little, and that no deficiency developed in the aggregate on balance 
for all other types of cars. 

The rigidity of regulated railroad rates and the restrictions upon 
their adjustment to the challenge of competitive transport means that 
periodic car shortages are inevitable. When a sector of the economy 
is denied adjustment through flexible prices, it must be resigned to 
the occasional rationing by means of waiting rather than by paying 
through the nose. Unless the subcommittee is prepared to consider 
recommending a freer range of competitive adjustments for the rail- 
roads, it must be prepared to be philosophical about car shortages. 

Imperfect foresight, coupled with a long lag in obtaining equip- 
ment, makes accurate adjustment of carrying capacity to transport 
needs almost unattainable. This means that temporary shortage is 
worthless as a measure of the success of speeded writeoffs. Moreover. 
temporary shortages are a characteristic of a dynamic free economy. 

To sum up, What is important for the general good is the carrying 
capacity of the transportation system. The car count has been stable, 
but the standing capacity of the national fleet has been stepped up. 
The dynamic carrying capacity has increased substantially in recent 
years. These improvements in car utilization which have expanded 
the capacity of the system have been achieved by private management, 
stimulated by speeded writeoffs. 

The second question is, Why do railroads buy freight cars? 

Because Congress chose a program which works through private 
capital expenditure decisions, it is necessary to see how these car- 
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purchasing decisions are made in order to see how fast writeoffs affect 
them. 

Railroads, in common with other privately owned and operated 
businesses, must, if they are to keep faith with their stockholders and 
perform their economic function, invest capital funds profitably or 
not at all. It makes no difference whether the funds were raised 
directly from stockholders, or by borrowing from the public through 
bond issues, or from the United States Government through accel- 
erated amortization. In the end, stockholders are responsible for the 
repayment of all borrowings, and hence must insist on adequate earn- 
ings from capital expenditures. From the standpoint of a railroad’s 
finance committee considering purchase of new freight cars, the pro- 
posed investment must, therefore, justify itself by its earnings com- 
pared with alternatives and with the cost of money. One alternative 
is investment in other assets of the railroad. Another is dividends 
to stockholders and repayment of debt. The cost of capital for class I 
railroads, that is, the combined costs of the various kinds of capital 
that make up the typical railroad’s capital structure is, I estimate, 
approximately 10 percent net after taxes. Investors might, with 
justice, prefer that their funds be returned to them rather than be 
used internally for investments yielding a lower rate. A prudent 
finance committee would refuse to make investments promising a 
return lower than cost of capital. 

Buying a freight car is a capital investment, and it was because 
Congress understood this that the accelerated amortization device was 
developed. 

Mr. Dawson. Congress wanted to provide a backlog of cars for de- 
fense purposes, and in order to accomplish that it did several things. 
Now, we haven’t got the backlog. It wasn’t passed for the benefit of 
the stockholders to make money. The device was given them in order 
that the railroads might have a backlog of freight cars in case of an 
emergency to meet the problem of national defense. Nowhere in 
there have you said anything which reaches this problem for which 
amortization was set up. You talk about dollars. You talk about re- 
turn to stockholders, but that was not the purpose of Congress in set- 
ting up this program. 

Dr. Dean. I think I am aware of that, Congressman. 

Mr. Dawson. But you don’t say that. What you say here is a lot 
of words, but you are not meeting what is raised by this study. Why 
the failure to produce the backlog of cars to meet the defense needs, 
in case they should be needed when they have been receiving the 
money, the benefits with which to do it?) Why haven’t they done it? 

Dr. Dean. My position is that the stock of cars, the population of 
railroad cars, is an imperfect measure which understates what has 
actually been achieved in building up the carrying capacity of the 
railroads for a national emergency, that the program has been far 
more successful than is generally realized because car count has been 
used as the index of success, that the Congress has achieved its goals, 
perhaps much more than it or the railroads recognized, because you 
have built so much latent carrying capacity, and you, yourself, saw 
this, and planned it this way, because you have given accelerated 
amortization to the things that make a railroad car produce more 
transport, namely, CTC, and dieselization and traffic distribution. 
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Mr. Dawson. It is your view, then, that we don’t need the four-hun- 

dred-and-thirty-seven-odd-thousand freight cars that we elected to 
have for an emergency and for which we set up the program ? 

Dr. Dean. That is not my contention. I wouldn’t presume to say 
that, but I would say that you have gotten about 330,000 freight cars, 
and you have gotten things which I think are more important for 
the national defense and which you shouldn’t forget about. 

Congress has been very successful in this program, and Congress 
has elected to do it. 

Mr. Dawson. But Congress doesn’t think so. Congress can’t see 
the freight cars that they said were necessary in order to protect this 
Nation in the event of an emergency. Now, you say that you have 
something to make up for it, but you haven’t got as many freight 
cars as you had before you started the program, and you are not build- 
ing them as fast as before the railroads had the program. 

Are you prepared now to say we don’t need 437,000 freight cars ? 

Dr. Dean. I am not the person to make that statement. 

Mr. Youncer. Mr. Chairman, I think we will get along more if 
you let him complete his statement, because I think there are some 
other arguments in there that will answer that. 

Mr. Motionan. The chairman thinks that suggestion is fine, but 
we can’t say to any member that he cannot interrupt at any time with 
questions. 

Mr. Younger. Well, I was just suggesting that to Mr. Dawson. 

Mr. Motxionan. The Chair would like to say to Mr. Dawson that 
he would be glad to have the interruption at any time. 

Dr. Duan. To pick up the train of thought, the choice of whether 
a particular car is built or not built is therefore sensitive to accelerated 
amortization. It is not so, as some people have thought, that each car 
replacement will have to take place whether or not Congress had pro- 
vided the stimulus of fast amortization. 

Now, what are the factors that affect the incentives to acquire freight 
cars, diesel locomotives. and so forth ? 

The earnings from a railroad car investment can come from several 
sources: (a) Added traffic volume not obtainable without it, (2) sav- 
ings in repair and operating costs compared with an ancient car, (c) 
savings in per diem rent that would otherwise have to be paid to an 
owning road, and (d@) per diem rental revenue obtained from other 
roads. Fast writeoffs cannot create car earnings. Only if earnings 
from these basic sources are in prospect will the railroad consider the 
investment. 

Several factors affect earnings from these four basic sources: 

(1) The expected demand for this car’s services. This is determined 
by general economic conditions, as they affect activity in the shipping 
industries. 

(2) The level of railroad rates. An important source of return on 
the new-car investment is the dollar volume of freight charges which 
possession of this additional car will permit the railroad to earn. 
When rates are low relative to operating costs, the additional car is not 
an attractive investment. 

(3) The efficiency with which the car will be utilized while on the 
lines of the owning railroad. Some portion of a car’s useful life will 
be spent in standing idle or in traveling empty, even though the car 
may be under the full control of the owning railroad at that time. 
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(4) The per diem rentals received when the car is on other rail- 
roads’ lines. A new car will spend some unavoidable portion of its life 
under the control of other railroads, for which the owning railroad 
receives only a uniform daily rental. The amount of the level of 
these daily rentals and the proportion of time the car spends in per 
diem rental service affect the profitability of a new-car investment. 

If railroads can rent cars cheaper than they can own them, the basic 
profit drive to investment is considerably weakened for any road that 
can lay its hands on an adequate supply of rental cars. And if, in 
times of car shortage, the owning road finds its cars disappearing into 
the national pool, where they are appropriated for the duration of the 
shortage by railroads whose car ownership is inadequate, then ac- 
celerated amortization has an uphill fight, to induce railroads to acquire 
cars. 

(5) Operating costs. These are obviously charges against the gross 
income that will be earned by a new car, and they include such things 
as train crew wages, fuel, supplies, repairs, repainting, and miscellane- 
ous scheduling and bookkeeping costs. 

(6) New-car prices. The amount of the investment which must be 
justified by the revenues from a car purchase is essentially the cost 
of obtaining the new car from the car builder. In determining 
whether to acquire new cars now, the railroads must consider whether 
the new car’s earnings will provide the required rate of return on this 
investment and should also consider the probable change in prices at 
which new cars can be acquired in the future. 

If they anticipate a rise or drop in prices that will affect their in- 
vestment decision. 

(7) Financing arrangements. New cars are sometimes acquired 
under financing arrangements which are so closely linked to the pur- 
chase of a particular car that the terms of the financing can properly 
be included with the other costs and revenues in assessing the car’s 
profitability. A most important instance of this, and the one which 
most concerns us here today, is the availability of fast writeoff condi- 
tional on the purchase of a particular freight car. However, mere 
availability of railroad funds will not produce new-car purchases; it 
is still a matter of earnings on fapites Even if the roads stopped all 
dividends and were rolling in cash, car purchase would not take place 
unless it could be justified economically by anticipated future earnings. 

In this examination of why railroads invest in freight cars, I have 
made no distinction between new-car investments which replace exist- 
ing cars and those which add to the capacity of the railroad or the 
national fleet. I have done this on purpose because the railroad car 
is only one element that governs the capacity of the transport system, 
so that there is no valid basis in economics or public policy for deter- 
mining whether a particular new-car investment represents an addi- 
tion to fleet capacity or a replacement of existing capacity. Al] that 
we know of an individual proposal is that it concerns a railroad car 
which may be built, or may not; if it is built, the railroad’s and the 
Nation’s fleet will be one car larger that if it is not built. 

The additional car will be built if it is profitable to do so and will 
not be built if, in the judgment of management, it is not sufficiently 
profitable. It follows, therefore, that the size and carrying capacity 
of the national fleet depends on whether it is profitable for individual 
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roads to tie up funds in equipment, i. e., whether anticipated future 

earnings justify that railroad’s investment in equipment. Whether 
the national fleet is going up, going down, or staying the same in size, 
does not, in itself, offer any incentive for individual management to 
invest more money in railroad facilities. It is for these reasons that 
I consider an effort to make a distinction between replacement and net 
additions futile and worthless. 

Our third question is, How does quick amortization operate? To 
find the economic effect of quick tax writeoffs upon the equipment 
investment decisions of individual railroads, we must first see what 
accelerated amortization is. And on this point the committee is ad- 
mirably clear. It recognizes that it is an interest-free loan whose 
repayment is contingent upon future profits of the enterprise and 
which, in addition, involves a speculation on future tax rates. It re- 
sults in lower tax collections in the early years of an asset’s depreciable 
life and higher collections thereafter. 

Fast amortization is not a gift. The total amount of tax collections 
is not reduced; only the timing is changed. By reducing taxes in 
early years, the Government, in effect, lends money that the railroad 
would otherwise have paid in taxes. This money is repaid in later 
years by taxes that are larger than would otherwise be due. It does 
not involve either forgiveness or reduction of taxes, except insofar as 
the tax rates drop during the course of repayment. 

Now, quick writeoff steps up the profitability of a railroad’s invest- 
ment in cars through the mechanism of tax deferral. 

The controlling consideration in a railroad’s decision to buy cars is 
whether the investment is sufficiently profitable, as measured by the 
rate of return. The rate of return depends upon how quickly the in- 
vestment can be amortized for tax purposes. This is because it is 
earnings after taxes that matter, and because near money is more valu- 
able than distant money. A bird in the hand is worth two in the bush. 
Consequently, this interest-free loan steps up the rate of return on a 
freight car 

Figure 9 shows the way that speeded writeoffs raise profitability as 
compared with the normal straight-line depreciation rates that were 
in effect prior to 1955. This table is based on a typical railroad car 
investment proposal in which the tax depreciation period is 28 years, 
as required now by the law; the tax rate 1s 52 percent, and accelerated 
amortization covers 80 percent of the cost of the asset. 

If you look quickly at the table, column 1 shows the years, column 
2 the writeoff at normal straight-line rates, $357 a year. Column 8 
shows the rate with 80 percent of coverage of accelerated amortization. 
Instead of $357 a year, the writeoff would be $1,671 the first year, and 
that would continue to 5 years, and then it drops to $71. 

What is the effect? Column 4 shows the difference in the amount 
that is deductible from taxable income. Looking at the first year 
that is $1,671 minus $357, $1,314, and the Federal income tax paid i is 
reduced the first year by $683, and similarly for the second, third, 
fourth, and fifth years, and then that constitutes the loan, and the 
sum of those might be viewed at the aggregate of the loan. 

Then the sixth year the railroad begins to pay off its loan and pays 
it off for the remaining 23 years completing the payment in year 28. 
These figures are set up on the basis of a $10,000 car for easy compu- 
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tation. Most cars don’t cost quite $10,000, but the average is close to 
that. 

Mr. Motionan. That could be accepted, Doctor, as being a very 
reasonable loan ? 

Dr. Dean. It is a very favorable loan. It is an interest-free loan 
with repayment continguent upon earnings and it offers the railroad 
in addition an opportunity to speculate on the tax rates. It may win 
or it may lose. It is a powerful incentive, and Congress, I think, 
was very wise in using this device as a means of stimulating private 
investment. 

Mr. Dawson. Provided it gets what it wants, what it bargained to 
get. oa 

Dr. Dean. Yes; I think it is getting what it bargained to get, or 
what it sought, I should say. I was not aware of a ‘bargain. 

The loan, then, amounts to about $3,400 which is the sum of $683 
a year for 5 years, and after that the loan is paid off, so that this makes 
it, as we have pointed out, in reality, an interest-free loan. If instead 
of this tax loan railroads had had to raise the money through norma] 
sources, and at a cost of capital of 10 percent net after taxes, which 
would be their alternative, and this is speaking to Mr. Mollohan’s 
point, then many equipment investments would not have been made 
sufficiently attractive to have taken place. 

This is indeed a very favorable form of financing and should be 
contrasted with the railroads’ alternative which is 10-percent money. 

Figure 10 shows that these fast writeoffs save railroads more than 
they “cost the Government. They save the road about $67 a year 
per car, assuming a $10,000 car, as is seen in the first column of 
figure 10, and they cost the Government about $37 per year. The 
savings of the road exceed the Government's cost by about $30 per 
car-year, shown in the first column of this figure. The second column 
under car lifetime, shows that the total tax loan is about $3,400, that 
the total savings over a 28-year life of the $67 spread out over the life 
amounts to $1,876, which is equivalent to a discount in the purchase 
price of the car of 18.76 percent, or about 19 percent. The railroads’ 
savings then can be measured by computing the present worth of the 
stream of receipts and payments which make up the loan which we 
saw in figure 9. This depends upon the railroads’ cost of capital 
and upon the timing of receipts and payments. It is computed by a 
method which is exactly the same as that used in determining the pres- 
ent worth of a man’s pension annuity. This tax “loan” is equivalent to 
a price reduction of about 19 percent in the cost of acquiring freight 

‘ars, assuming a 28-year life. 

Now, I think a 20-year life is more realistic than the 28 years re- 
quired today in the tax law. Under this condition the equivalent price 
discount is about 15 percent, again using straight line depreciation 
of the old law as the alternative. If you will look at figure 12, the 
first column, figure 12 is a parallel computation using 20-year life 
rather than 28-year life, you will see the derivation of this. Now, 
the second column under figure 12, under the sum of the digits, deals 
with the situation under the new tax law assuming the sum of the 
digits depreciation option. Under those circumstances the total tax 
loan is about $2,400, the railroads’ average annual savings in capital 
cost is $47, and the equivalent reduction in the purchase price of the 
car is about 10 percent, about 9.40 percent. 








168 STUDY OF THE TAX AMORTIZATION PROGRAM 


The Government’s cost of providing this device is about $22 per 
car-year, and the savings of the railroad exceed the Government’s 
cost by about $25 per car-year. Why shouldn’t railroads get all of 
these interest-free tax loans that they can? The answer is that this 
loan is contingent upon a road’s commitment to a capital expenditure 
which ties up its own funds inflexibly for a long period into the future. 
Consequently, unless this expenditure promises to be profitable, the 
tax loan, in itself, will not cause the equipment investment to be made. 

The economic effect of speeded writeoffs on equipment investment, 
though definite and calculable, are nevertheless limited. No tax defer- 
ment can create earnings where none existed before. Only when sub- 
stantial earnings on a freight-car investment are in prospect can 
speeded writeoffs, and other provisions of the tax laws, stimulate 
investment. Some cars are so profitable they would be brought with 
no amortization; others are so unprofitable that even amortization in 
1 year instead of 5 years would not justify purchase. 

The power of accelerated amortization depends on how high the 
tax rates are during the 5-year period and how much, in the opinion 
of the railroad, they will be reduced by the time it must pay off the 
loan by a step-up of its taxable income. If the tax rates go down, 
a corresponding amount of the loan is automatically forgiven; but 
if tax rates during the period of the payoff go up, it will turn out to 
be a very expensive loan. 

As estimated in figure 10 and figure 12, this tax loan is equivalent 
to a reduction of about 15 percent to 19 percent in the price of a 
freight car. I think this shows why railroads would be expected to 
have acquired more freight cars under accelerated amortization than 
they would have otherwise, and why many of them did in fact do so. 
Those who did not do so found earnings expectations of the car to be 
insufficient to warrant the investment of their own funds even with this 
additional inducement. 

Figure 11 shows how many freight cars have been delivered under 
quick amortization during the entire period. The peak was 113,000 
a year, the bottom was 44,000 a year. The peak which occurred in 
1948, and the bottom in 1950. I should like to point out that this 
shows that postwar deliveries have been higher than wartime deliveries, 
that deliveries were at a high level during the first 3 years of high 
writeoff. About 330,000 cars have been delivered since 1949, not all 
of these under certificates, about half of them under certificates. About 
$1,500 million of fast writeoff certificates have been approved for 
freight-car writeoffs. 

Now to measure how accelerated amortization has affected the ca- 
pacity of the railroad transportation system, it is necessary to pick 
out individual equipment investments which would not have been 
made without the additional incentive of this tax loan. This could 
be done only by detailed appraisal of the economics facing the manage- 
ment of each railroad at the time it applied for each certificate. In 
other words, if we want to find out what amortization has done to in- 
vestment, we must find out what would have happened without amorti- 
zation. That can be found out only by decision, hundreds of railroads, 
thousands of decisions. No one has done this or is planning to do so. 
Without such an analysis, no one is justified in concluding that amor- 
tization is not doing its job. 
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Perhaps the most profound impact of quick amortization has been 
upon the elements of reserve capacity where profitability of the indi- 
vidual investment was hardest to prove. Example: Maintenance of 
right-of-way and the level of working capital. The tax deferment 
loan as a source of funds, in combination with equipment obligation 
borrowing, has at least temporarily restored the working capital posi- 
tion of an industry whose financial position was deteriorating under 
the impact of depression bankruptcies, and inroads of competitive 
forms of transport with whom the railroads were not free to compete 
flexibly because of the rigidities of regulation. 

Now, our fourth question with which I will deal with briefly is how 
much does quick amortization cost the Nation. 

To achieve the expansion of transport capacity required for military 
emergencies, Congress chose to stimulate private investment by tax 
loans rather than put the Government in the equipment ownership 
business or to dole out cash subsidies to the railroads. How much has 
this method of solving the problem cost the people of this country? 
How does this compare with the cost of methods that Congress 
rejected ? 

To see what quick amortization costs the Nation, we must be eco- 
nomically realistic. The economics of quick amortization is exactly 
the same for the Government as for the railroads, it is an interest-free 
loan whose repayment is contingent upon future profitability of the 
enterprise. It is wrong for the Government to view it as a gift of the 
full amount of the certificate. It is also wrong for the Government 
to add up the taxes deferred in the first 5 years, the amount of the 
loan, and label these loans as losses to the Treasury. Taxes are post- 
poned, not lost. Any railroad which made this mistake, i. e., regarded 
accelerated amortization as a gift in either of these ways and expanded 
its car purchases accordingly, made a serious and potentially costly 
error. 

The cost of the accelerated amortization program to the Govern- 
ment is the amount of the interest which the Government would have 
to pay to secure money in the amount and for the duration of the 
interest-free loan which it makes to the railroad via accelerated amor- 
tization. This cost is quite real even though governmental borrowing 
is not formally identified for this purpose. Ifthe Government did not 
grant accelerated amortization, its total borrowings would be less. 
My calculations, which are based on a Government interest cost of 
3 percent, indicate that the additional interest payments required to 
finance Government borrowing over the life of the car amount to 
about $37 per year for a $10,000 car over a 28-year life, as is shown 
in figure 10. This analysis assumes a 52 percent tax rate, a normal 
tax writeoff of 28 years on a straight-line basis, and a fast writeoff 
period of 5 years for 80 percent of the car’s cost. 

It could be said that, looking at it in a different way, that the cost 
of this program to the economy would be less than nothing. Accel- 
erated amortization has saved the users of rail transportation the dif- 
ference between the cost of capital of the railroads, which I e:*imated 
to be about 10 percent, and the cost of capital of the United States 
Government, which is in the neighborhood of 3 percent. In other 
words, if the same amount, and selection, of equipment investment 
could have been achieved by simply ordering the railroads to invest 
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without tax loans, it would have cost 7 percent on the investment more 
than if the result was achieved by the stimulus of quick amortization. 

This has been an effective device, and a very cheap device for the 
nation. An interest-free loan of a given amount saves the railroad 
a larger amount of capital cost than it costs the Government, as was 
shown by figure 10, in which $67 per car-year under railroad cost of 
capital is contrasted to $37 per car-year of Government cost of capital, 
a saving of $30, and in figure 12, under different assumptions, 20- 
year life, the disparity is about $37 a year with straight line and 
under sum of the digits about $25 a year. Conversely, of course, if 
we now withdraw accelerated amortization, as has been suggested, 
because of this disparity in cost of capital, the Government would be 
saved less than it would cost or hurt the railroads. The cost to the 
Government would have been greater had Congress chosen to follow 
the route of Government ownership of reserve facilities. Then the 
Government would have had to tie up the full amount of the invest- 
ment from the start; whereas, under accelerated amortization, the 
Government investment is less than half and even this is made avail- 
able in installments spread over 5 years as a loan. To this tangible 
cost of capital must be added the hidden costs of bad incentives and 
dual control of Government-owned facilities such as we are experienc- 
ing now in the aircraft plants. 

To have gone down the primrose path of direct cash subsidies would 
have been even more costly, in the visible cost of never-ending out- 
lays and the hidden costs of dulled and distorted management in- 
centives. 

Thus the cost to the Nation of quick amortization has been greatly 
overstated, may even cost nothing, and, in any event, is clearly less 
than the costs of alternative ways of expanding transport capacity 
that Congress rejected. 

In closing, may I point out that I am not advocating either that 
quick amortization be abandoned, or that it be retained. Instead, I 
have sought to analyze objectively from the standpoint of public 
policy the way in which this fiscal device has affected the Nation’s 
railway transport capacity. These conclusions seem worth noting: 

(1) Congress and the administration deserve commendation for 
selecting and administering such an effective and economic fiscal de- 
vice for dealing with a very serious national problem. The railroad 
industry could not be expected to assume the burden of maintaining 
excess capacity to meet all peak demands that might arise in national 
emergencies without aid from other sectors of the economy. 

(2) The contention that quick amortization has not done its job 
is simply not supported by the evidence. The Nation’s transport ca- 
yacity is greater as a result of this fiscal device than it would have 
een without it, and the device has cost the economy very little as 
compared with its benefits and with its alternatives. 

(3) The evidence does not support allegations of bad faith or in- 
effectualness in railway management’s use of quick amortization. A 
railroad should tie up its capital in a freight car only when the rate 
of return on this investment, after allowing for income taxes and 
quick amortization, justifies it economically. That is the way a private 
enterprise economy operates to serve the Nation and the way we want 
it to operate. 
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FIGURE 1 


FREIGHT CAR POPULATION HAS BEEN STABLE 
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Total freight car population has remainei 
substantially constant for 15 years. 


But car capacity and car utilization have 
increased. 


Car count, therefore, understates trans- 
portation capacity. 
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Figure 2 


LONG RUN CAPACITY HAS INCREASED 
DESPITE SOME DROP IN CAR POPULATION 


Billions of 
Millions Revenue 
of Units Ton Miles* 


Indicated 
Capacit 


Car Population 





1911 15 20 25 30 35 4O 45 50 54 


1. Car count alone is not a goo¢ indication 
of capacity. 


2. Car count has declined but the carrying 
capacity of the fleet has grown as indicated 
by the traffic volume handled in the peak 
years of 1920, 1928, and 1943. 


3. Continuation of this growth in capacity 
since the war is indicated by other 
factors. 


* (Maximum Month) 
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FIGURE 3 


BIGGER CARS RAISED STATIC CAPACITY OF FLEET 
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Aggregate static freight car capacity has 


increased during each period of accelerated 
amortization. 


It is total capacity rather than car count 
that matters. 
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FIGURE 4 
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DIESELS RELEASE FUEL CARS FOR CUSTOMER SERVICE 
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FIGURE 5 


MORE AND MORE DIESEL LOCOMOTIVES 


nt deainamainntalirnicaannn bee 


Fast write-off 
started here. 
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1. Dieselization has speeded up during the 
period of fast write-offs. 


Dieselization has increased the produc- 
tive capacity of the railway syste, 
making each car more productive. 


FIGURE 6.—Freight cars do more now 


‘ Percent Percent 
1954 i 1941 1949 1954 improved improved 
over 1949 | over 1941 





Freight train-miles per train-hour 5. 5 | 9 | 8. 10.7 3.3 
Gross ton-miles per train-hour (thousands) i <= 34.7 | 23 53. § 27.0 55.0 
Average freight-tons per train_- | | » 280 3. Le 
Freight cars per train average capac ity freight cars 

Jan. 1, 1956_....- : 
Net ton-miles per serviceabe freight-car day. : 
Percent deadweight to load 
Net ton-miles per loaded car- mile 
Average tons per car (carload) _ - 
Average length of haul (miles) 


oh orb 


11953 latest available. 
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FIGURE 7 


FREIGHT CAR SHORTAGES HAVE BEEN BRIEF 
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Prospects for use are indicated by past surplus. 
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FIGurE 8 


FREIGHT CAR CARRYING CAPACITY HAS INCREASED 
BUT CUSTOMER USE OF CAPACITY HAS DECLINED 


Billions 
of Tons Percent 
Capacity Utilization 


Capacity 


Percent 
Utilization ——+ 





1. Mobilization capacity of car fleet has been 
rising. 


2. Rate of utilization of car fleet by shippers 
has declined despite improvements in railroad 
efficiency. 


3. Heavier loading and faster turnaround by 
shippers can release equivalent of 350,000 
more cars to meet national emergency. 
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Ficure 9.—Fast writeoff cuts early taxes, increases later tares, leaves total tar 
unchanged 


Difference 
in Federal 
income tax 
paid (col. 
(4) X52 per- 
cent 


ros | Write-off | Difference 
Write-off with 80 in deduction | 

percent of | from taxable 
cost of 5-year | income (col. 
speeded rate | (3)—col. (2) 













Year | at normal 
7 straight- 
| line rates ! 


(2) (3) (1) (5) 








' | | 

1. $357 | $1, 671 | $1, 314 | —$683 
2 357 | 1, 671 | 1,314 | —683 
3 357 | 1, 671 1, 314 —683 
4 357 | 1) 671 1,314 —683 
5. 357 | 1, 671 | 1,314 —683 
6 357 | 7 —285 148 
7 357 | 71 | —285 | 148 
8 | 357 71 —285 | 148 
9 357 | 71 —285 | 148 
10 357 | 71 —285 148 
11 | 357 | 71 —285 148 
12 357 | 71 —285 148 
13 : 357 | 71 —285 148 
14 4 : , | 357 | 71 —2R5 | 148 
15 357 | 71 — 285 148 
16 357 71 | — 285 | 148 
17 357 | 71 —285 | 148 
18 bas | 357 | 71 | —285 | 148 
19 en 357 | 71 —285 148 
20 357 | 71 —285 | 148 
21 357 71 —285 148 
22 ; 357 | 71 | —285 | 148 
23 ; 357 | 71 | —285 148 
24 357 71 —285 | 148 
25 ; 357 71 —285 | 148 
26 at 357 | 71 —285 | 148 
27 : 357 71 —285 148 
28 s 357 | 71 —285 | 148 

Total... | 10, 000 10, 000 0 | 0 















! Based on $10,000 purchase price. 


Note.—Totals may not add because of rounding. 


Figure 10.—F ast writeoff saves railroad more than cost to Government 





| Car life- 
| time 





| 

Purchase price of freight car icitinpenes ssa nian eine ieee aa DRIES id aac icine an $10, 000 
Tax loan on $10,000 car____-- Sect aon adeeboy tudes asccnadddenssaebahsasebionasennes - $3, 400 
Savings to railroad each year ! pone... 2atbcsude ici Denn Seal DE Ph eccicoae ots 
Total savings over 28-year life ! -_ ac aaa tide eatin Sen Pisin hedeveewinn | $1, 876 
Total savings equal to discount on purchase price of_._._...........percent |----------- .| 18. 76 
Government's interelt GONE GROR FOR... 6=,< - -- aon nc css ednicnwenccwcanes | Te Nine viata 





Savings to road exceed Government cost each year by__-_------------- 30 


1 Financial savings at 10 percent cost of capital. 
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MANY FREIGHT CARS DELIVERED UNDER FAST WRITE-GFF 


ifference 
Federal 
pome tax 
nid (col. 
X52 per- 
cent 


148 0 
18 . 19ko hl 62 §3 bh OS) «Oh6 OT OB OG «50 iSRsCSDs«SS5B—s«S 


0 1. Postwar deliveries have been higher than 
wartime deliveries. 


Deliveries were at high level during first 
three years of fast write-off. 


334,000 cars have been delivered since 1949. 


J. Each was a new private investment decision 
ir life- based on appraisal of future car earnings. 


eigen - $1.5 billion fast write-off certificates 
approved for freight car purchase. 


~ $1, 876 FieurE 12.—20-year life and new tax law depreciation cut down benefits and 
18. 76 costs of quick amortization 


When alternative tax 
depreciation is- 


- 

| eens . | Sum of the 
stre a | ’ : 

traight line | year’s digits 


Tax loan (maximum amount outstanding at end of fifth year) $3, 120. $2, 377.15 

Railroad’s average annual savings in capital costs $73. 7! $47. 02 

Equivalent discounts on purchase price of car ; percent _| 14. 75 9. 40 

Government’s average annual interest cost $36. 7: $21. 98 

Savings to Government compared with cash subsidy payments that would 
produce the same car purchase incentive_- 


' 


! $37. 1 $25. 04 


1 Per year. 

Norte.—Assumptions: (1) $10,000 freight car; (2) 20-year tax life; (3) 20-year economic life, no salvage value; 
(4) 52 percent tax rate; (5) 80 percent of original cost subject to 5-year writeoff; (6) 3 percent Government 
cost of capital; (7) 10 percent railroad cost of capital. 
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Mr. Motionan. Thank you very much, Dr. Dean. 

Mr. Plapinger. 

Mr. Puarrncer. Dr. Dean, for the record would you state your 
residence address and the address of Joel Dean Associates ? 

Dr. Dean. 49 Windsor Terrace, Yonkers, N. Y. 

Mr. Piarrncer. How large a staff do you have? 

Dr. Dean. Seven people. 

Mr. Puiartncer. And have you previously performed services for 
any of the railroads? 

Dr. Dean. Yes, sir. 

Mr. Piarrncer. Will you outline those to the committee, please? 

Dr. Dean. Yes. I have done work in the transportation field for 
some time, our firm has. I had charge briefly of the development of 
the program for.control of the prices of locomotives and railway 
equipment during World War I. Before that—World War II, excuse 
me. 

Mr. Piarrncer. Was this for the Government ? 

Dr. Dean. Yes, sir. 

Mr. Piartncer. What agencies? 

Dr. Dean. OPA. 

Before that I worked for the National Bureau of Economic Re- 
search, of which Mr. Arthur Burns was head before he joined the 
President’s staff, where I had charge of dealing and carrying out a 
study of cost and operating behavior of 3 roads, the Chesapeake & 
Ohio, the Norfolk & Western, and the Virginian, 3 railroads. 

Mr. Praprxcer. I am not clear on that. Were you employed by 
these people ? 

Dr. Dean. I was employed by the National Bureau of Economic 
Research. We did work on cost behavior of three railroads. Our 
consulting firm has worked for the Chesapeake & Ohio Railway. 
Our consulting firm has worked for a large aircraft manufacturer, 
and a large manufacturer of transport trailers, the names of which 
I have been asked not to reveal publicly, but I will be glad to tell you 
about privately. 

Mr. Prarincer. What is the type of business engaged in by the 
American Hard Rubber Co. ? 

Dr. Dean. We make Ace combs, which you use, and we make bat- 
tery cases for automobile and submarine batteries. We also make a 
large variety of industrial rubber products that take the form of 
rubber sheetings and coatings for various types of chemical equip- 
ment. We coat the inside of tank cars, chemical tank cars. 

General Precision Equipment is a manufacturer of computing de- 
vices, and various types of electronic controls for aircraft guided 
missiles and various types of hydraulic controls for machinery and 

machine tools. 

Technograph Printed Electronics controls some basic patents on 
printed circuits used in television and radio equipment. 

The Bureau of University Travel is a nonprofit foundation which 
is engaged in educational travel in Europe. 

Mr. Prarrncer. Have any of these companies received tax-amorti- 
zation certificates? 

Dr. Dean. I am sorry to say that though as a director I should 
know, I don’t. I would guess that General Precision has, Techno- 
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graph hasn’t, and American Hard Rubber might have but probably 
has not. 

Mr. Piapincer. You state on page 2 of your statement that the tax- 
amortization program has made it more likely that the added trans- 
port facilities would take the form of a flexible reserve of capacity 
useful in peace as well as in war as opposed to the costly form of idle 
standby facilities kept in mothballs. 

Could it not be possible also that as an alternative to keeping a 
fleet in mothballs you have a fleet of surplus cars that would be used 
from time to time so that you need not necessarily have a mothball 
fleet ? 

Dr. Dean. Well, I am not sure I understand your question. May 
I say it the way I understand it: They are not mutually exclusive. 
You could build up the reserve capacity and could also have a mothball 
fleet of cars. With that I agree, but with a limited and given amount 
of funds, and, after all, we are working in a private enterprise econ- 
omy in which the resources are limited, Congress has chosen, I think, 
the best way to use that limited amount of funds, namely, instead of 
wastefully building a mothball fleet, it has built reserve carrying ca- 
eae in railroad systems, by stepping up the quality of the fleet, and 

y expanding CTC, dieselization, and so on. 

Mr. Puaptncer. Well, admitting for the minute that the capacity 
and the efficiency has been built up, can you completely discount the 
Conway report, for instance, or the concern expressed by previous 
Government and railroad witnesses that the freight-car situation is 
of grave concern to the Nation? 

Dr. Dean. I have not read the Conway report, or seen it. I would 
not completely discount that, the concern about the number of freight 
cars. I would say that in appraising the efficiency of a device, ac- 
celerated amortization, which has been versatilely used, and de- 
signedly so by Congress to apply to engines, CTC, and yards, and other 
facilities, it is a mistake to concentrate on only one element in the ex- 
pansion of the capacity of the system, namely, freight cars, and ignore 
all of the rest of it. 

Mr. Prarrncer. Well, I would agree with you, and I don’t think the 
Government has done that. They have established goals in these vari- 
ous other areas that you refer to, but nonetheless there seems to be a 
shortage, a marked shortage in the freight car area. Now, how can 
you ignore that ? 

Dr. Dean. I have a feeling that periodic, temporary shortages of 
freight cars are just an inevitable consequence of the ingredients of 
the same situation, namely, a private enterprise system, which I think 
we all want, but a sector of it, rather rigidly supervised and regulated, 
despite the fact that it is subject to severe competition from other 
modes of transport. When you have that situation then the price 
system, the American way of solving shortages, is not permitted to 
operate. 

I was raised in the hills of Kentucky. When coal got scarce it got 
high, and everybody and his little brother went out and dug coal, 
in his barefeet, ‘tin v6, and hauled it to town in trucks, and we solved 
the coal shortage. 

Now, the railroads are not permitted to solve the car shortage that 
way. I am not suggesting that they should be. I don’t know. We 
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should recognize that they are not allowed to do it that way and, there- 
fore, we should face up to the fact that occasionally we have car 
shortages. 

Mr. Piarincer. Well, I concede that occasionally we will have car 
shortages, and occasionally we will have car surpluses, but aren’t you 
losing sight of the main purpose of the tax-amortization program, 
which is to provide for the transportation needs of the Nation in 
times of complete mobilization ? 

Dr. Dean. Well, I hope I am not losing sight of it because I am 
very much concerned about that. That is why I am here. I spent 5 
years in the war government worrying about things like this profes- 
sionally. I think that the purposes of the device are being achieved 
to a much greater degree than is generally recognized, and figure 2, 
if I may continue—if you look at figure 2, I think that indicates that 
we are paying attention to the element in the transport capacity situ- 
ation which is not the critical element. 

While car population goes down, the carrying capacity has risen 
dramatically, almost doubled, in fact, from 1928 to the wartime peak. 
And since then, in my observation, the things that have made possi- 
ble the expansion of the capacity system, dieselization, and so on, have 
advanced with dramatic rapidity, so that I believe that the inherent 
power of our transport system to deal with an emergency has been 
greatly expanded, more than we realize, because we haven’t had to 
push it. 

Mr. Puiarrncer. Well, are you saying, then, that the freight-car goal 
concept or the freight-car goal itself, has no validity ? 

Dr. Dean. I am not saying that because I had nothing to do with 
its setting up, and I have not examined it. If I did have this respon- 
sibility, and I had a sort of comparable one in the war, I would have 
said the goal should not be framed in freight cars. The goal should 
be framed in carrying capacity. 

Mr. Praprrncer. Well, don’t you think that that was taken into 
consideration in setting up these other goals ? 

Dr. Dean. I presume that it was. I hope that it was, and it seems 
to me that to concentrate on car population versus the goal and to 
measure the success of a device by that means exclusively, is a mistake. 

Who knows whether the goal was right ? 

Mr. Puaprncer. Well, we have to depend on our experts for that, 
Dr. Dean, and your opinion on that score seems to be against the 
weight of the previous evidence. 

Dr. Dean. I am not saying that. But to measure whether this de- 
vice is working or not cannot be achieved by the measure of a nose 
count of freight cars, however wisely it was set up. The test is what 
would have happened it we hadn’t had the device. Maybe we would 
have had 200,000 freight cars less without the device. The device is 
working. It is making a greater carrying capacity than we would 
have had without it, and a greater car count of freight cars than we 
would have had without it, and that is the test of whether it is working 
or not. 

Mr. PraprnGer. But isn’t the test of whether it is working or not 
whether this increased potential will meet full mobilization needs, and 
the evidence that we have received to date indicates that it will not? 
How can we get away from that basic question ? 
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Dr. Dean. I would like to face that basic question. I have not been 
present at all of these hearings. I am merely raising the question of 
whether you do have evidence that this dotted line of figure 2 has not 
gone steadily up and maybe up at an accelerated rate. 

Mr. Piarrncer. Let us admit that, sir. Admitting that, the evi- 
dence, nonetheless, on the basis of previous information, is that the 
goal has not been achieved, and that the Conway report, indicates a 
50,000 car shortage by September, and in the event of a war a hundred 
thousand freight- car shortage per year for 3 years. 

Mr. Youncer. Mr. C hairman, i is the Conway report out ? 

Mr. Puarincer. Dr. Flemming promised to make it available to 
the subcommittee. We requested it. 

Mr. Youncer. But is it available now? 

Mr. Puarincer. It has not yet been made available to the subcommit- 
tee, sir. 

Mr. Youncer. Then are we authorized to put anything into the 
record from that report until we have the report ? 

Mr. Puaprncer. Dr. Flemming introduced those statistics, Mr. 
Younger, at the first hearing. 

Mr. Youncer. Well, shouldn't we quote him rather than the Con- 
way report / 

Mr. Puarrncer. I am quoting Dr. Flemming quoting from the Con- 
way report. 

Mr. Dawson. He said that he was quoting from the Conway report 
that he had seen, but which we had not. We asked him for it, and he 
promised to send it to us. 

Dr. Dean. I am afraid I haven't gotten across my point and I am 
here only to try to help you gentlemen think about this problem. I 
am not carrying any torch. The carrying capacity, not the car count, 
is what I think matters in being prepared for an emergency. 

The ce: ury ing capacity has increased dramatically, and ‘the car count 
masks that increase, and the committee should look behind the curtain 
und see the reality. 

The program has succeeded much more than has been generally rec- 
ognized or would be indicated by the car count compared with some 
evouls of car count. We are better off with modernization, with ex- 
panding the basic capacity of the system, building reserve capacity 
by taking a single-track line and making it almost the equivalent 
of a double-track line, and by dieselization, and so on. 

Without accelerated amortization we might have 200,000 cars less. 
What accelerated amortization has done to the car count cannot be 
measured by comparing count with goals, but rather by comparing 
count with what would have happened without accelerated 
amortization. 

Mr. Piarincer. Well, can vou do that? We have been trying to 
get that information also, what would have happened without tax 
amortization. 

Dr. Dean. You can do that. It is a painfully big job. You can do 
it by looking at each railroad decision and see what it was that pulled 
it across the line and made it sufficiently profitable to be attractive. 

Some cars would have been bought anyway. Some cars are passed 
up even with accelerated amortization because not even accelerated 
amortization will make their purchase attractive. But Congress has 
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seen that the best way to do this job of building capacity is to leave it 
up to thousands of decisions by hundreds of individual managements. 
That is the American way to do it. 

Mr. Puaprncer. That is one of the things we are trying to ascertain 
now, Dr. Dean. It may be that the plan hasn’t worked. That was 
Congress’ plan. 

Dr. Dean. That was Congress’ plan, and I think that is the right 
way to decide whether it is better to expand capacity by CTC or by 
freight cars, or by diesel locomotives. That is a very complicated 
decision, as I know from having participated in it, and you have to 
balance a great many factors which are peculiar to the individual 
roads’ situations. This is a marvelous device for attaining a national 
goal and harnessing the wisdom and the flexibility and the power of 
the private enterprise system, and I hate to see this committee not 
appreciate what a good thing Congress has devised. 

Mr. Dawson. We hate to see the railroads not appreciate a good 
thing that Congress has devised for them by not producing what the 
program was supposed to produce. 

Mrs. GrirFitHs. Mr. Chairman, could I break in because I have to 
go to another committee meeting ? 

What is the necessary number of pounds that a boxcar must carry 
annually to make it profitable to purchase one ? 

Dr. Dean. Congresswoman, I think that varies depending upon the 
service and the rate structure and the type of car. I am not enough 
of a railroad technician to answer that, but I am sure that you could 
get from the AAR, or from somewhere, estimates of it for particular 
railroads, particular classes of service, and particular rate structures. 
It will be different for a coal car than for a chemical car. 

Mrs. Grirrirus. All right. Suppose we ask them for that. That 
is one question. 

The second question is, How many pounds do the railroads carry 
annually, all railroads, in peacetime, right now? What did they carry 
last year ? 

Dr. Dean. Last year in the peak month of 1954, class I railroads 
carried 50.54 billion net revenue ton-miles. 

Mrs. Grirrirus. All right. Now, what is the percentage jump in 
a war? What was the jump percentagewise in 1954; how much did 
they go up percentagewise in the war? 

Dr. Dean. That is a good question, and a hard one to answer. 
The stepup in traffic volume from 1941 to the peak of 1943 was from 
47.7 million revenue ton-miles at the beginning of the war, to 65.23. 
I am not enough of a slide-rule artist to do it. 

Mrs. Grirrirus. Well, it is about 30 percent ? 

Dr. Dean. Forty percent? 

Mrs. GrirFitHs. 331% percent, or something like that. 

Dr. Dean. You are very good. 

Mrs. Grirritrus. I don’t know, maybe that is it. It seems to me 
from what you have told us, and I agree that it is unrealistic and 
unreasonable to expect any railroad to invest in a single car that 
doesn’t return a profit to them. You can’t pick out a group of in- 
vestors in the United States and say to them, “upon you we are going 
to place the burden of building cars that will supply this country in 
wartime.” 
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Now, I think the final answer in this is obvious. In my judgment, 
tax amortization has not produced any cars that are really surplus 
cars. The only possible answer is if the Government wants those cars 
it is going to have to ask the taxpayers to buy them, and I don’t agree 
that the first question is whether or not the Government is doing this 
economically. The Government must first consider are we safe, and 
it seems to me that if the Government owned its own surplus freight 
cars, put around all over the United States, the railroads could use 
them in their surplus carrying to take care of that exercise period that 
you would seek. But, I further think that under such circumstances 
they should not be rented to you on such a profitable basis that you 
wouldn’t be inclined to make continued investing in freight cars. | 
am not for the Government supplying your rolling stock. But if the 
Government is going to have a surplus stock I think that every person 
who has testified here has made it abundantly clear that you just can’t 
ask the railroads to supply the surplus stock for the whole United 
States in a war effort. 

I think that is right, too. 

Dr. Dean. The increase that was achieved, as to your first point, 
with very little or no—as a matter of fact, with a decline in car popula- 
tion, was more than a hundred percent increase from the depression 
low of 1938, of 30 billion ton-miles, up to the wartime peak of 65 
billion ton-miles. The increase was not the 30 or 40 percent that we 
were talking about, but even more than that with no increase in the 
car population, so that it may be that we have built into our system a 
tremendous war capacity that is hidden and is revealed only when we 
have to reveal it. 

Mrs. GrirFrirus. In other words, you are not railroading as good as 
you know how to railroad; is that right ? 

Dr. Dean. Well, when you are pressed, you enforce certain rules that 
are uneconomic. You have fast turnaround of cars; you force load. 
Second, we are underutilizing our capacity at the request of the con- 
sumers of the Nation. It is not that the railroads choose to have little 
traffic. It is their customers who choose to have little traffic. 

Isn’t that right? You can’t blame that for not having the business. 

Mrs. GrirFirus. Well, you can blame that a little bit. I think they 
could do a little better job. 

Dr. Dean. On your other point which is one very close to my heart, 
there may be a surplus. The surplus of carrying capacity may be 
there. If this subcommittee is sure that it is not there, and feels that it 
must be there in the form of an advisable mothball fleet of cars, to 
achieve that by Government purchase of that fleet would be very ex- 
pensive as compared with this device, as you recognize, when you say 
cost doesn’t matter. 

Mrs. Grirritus. It is only secondary. It is less expensive than the 
whole Nation perishing. If we have to have this to survive, then we 
just buy them. 

Dr. Dean. That is very true. On the other hand, if you sought to do 
it—I am afraid economics even has to enter in a national defense, 
because we have limited power—if you sought to do it by that method 
you would have to give up other things. Maybe you would give up 
steel capacity. Maybe you would give up aluminum capacity. We 
don’t have unlimited resources. 
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If you sought the cheapest way to have a mothball fleet you could 
do it, I think, by applying an additional set of incentives which would 
prevent the demise of freight cars. You would say the Government 
offers to buy freight cars at 10 percent premium over their scrap value, 
and we will buy an indefinite number of about-to-be-scrapped or about- 
to-be-sold-abroad freight cars and locomotives, and we will put them 
in white lead in the sidings of the country and there they will be. 

It is the cheapest way of having a mothball fleet of reserve capacity. 
and there is a lot to be said for it as a supplemental device. If you try 
to have the Government buy the new cars, then, as you say, they ought 
to be exercised so you would want to make them available to the roads. 

You would want to make them available on a rental basis. The 
issue of per diem would arise. If you made the per diem low, as you 
saw so Clearly, you would kill the incentive for private acquisition. 

Mrs. Grirrirus. No, we wouldn’t want that. 

Dr. Dean. If you make the per diem high, then you really put the 
Government in the equipment business. 

Mrs. Grirrirns. You would have to let them have a profit, that is, 
let the carrier have a profit, but you could make it low enough that it 
would still be profitable for the railroads to buy their own cars. 

Dr. Dean. Well, the Government would make a large profit. 

Mrs. Grirrirus. But the Government’s cars couldn’t be used all of 
the time. 

Dr. Dean. Why? 

Mrs. Grirrirus. Because the moment you do that the Government 
would be substituting Government ownership for private ownership 
which I would oppose. 

Dr. Dean. You are suggesting a situation similar to what we had 
to wrestle with in the early days of gasoline rationing. The stockpile 
of rubber after we lost the Indies was on the wheels of the Nation’s 
cars, and that was all we were going to have, and so our problem was 
how to exercise those cars, just enough to preserve the elasticity of 
the rubber and yet not wear the rubber out, and we advised the A book 
as the solution to that. So you would propose an A book for Govern- 
ment-owned rail cars. 

Mrs. Grirritus. I don’t know what that is. I don’t want you sub- 
stituting your cars for the Government cars except in an absolute 
emergenc \. 

Dr. Dean. You would have to ration the use of these Government 

cars to a minimum daily exercise ration to keep them in tune for an 
emergency. Otherwise they would, as you say, become a part of the 
fleet. They would kick out cars at the bottom of the fleet. The total 
fleet would be the same, substantially the same in numbers. It would 
be upgraded in quality, and that is what we are doing with this pro- 
gram. 

Mrs. Grirrirus. I fee] that the railroads are the people who should 
make this suggestion. 

Dr. Dean. Tam nota railroad. 

Mrs. Grirrirus. Thank you. 

Mr. Motionan. Mr. Plapinger. 

Mr. Praprncer. Dr. Dean, in figure 8, in talking about the per- 
centage of utilization of freight cars, we were told yesterday that dur- 
ing the war, World War II, that literally the wheels were run off the 
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freight cars, they were presumably in such great use. Yet this chart 
shows only a 62 or 63 percent utilization of freight car carrying ca- 
pacity during the peak years of the war. How do you explain that? 

Dr. Dean. Well, there are two concepts of capacity. One of them 
is a sort of engineering concept of an ideal, an attainable peak capac- 
ity. If everything clicked, lien you would hit this 100-percent ca- 
pacity. The other one is a sort of pragmatic test of capacity, what 
was the most you were able to do when you were pushed. 

In figure 2 I used the latter, a pragmatic test of what you can do 
when you have to work hard. In figure 8 I am using a different and 
higher and nobler concept of capacity, namely, the ideal of attainment 
when everything clicks. 

Mr. Prarincer. Do you mean that everything wasn’t clicking to 
the extent of 37 percent during the peak years of the war ? 

Dr. Dean. That is right. 

Mr. Piarincer. Does that mean that 37 percent of our fleet might 
have been idle at any time? 

Dr. Dean. No, its doesn’t mean that. It means that other things 
that were important, such as the use of boxears as storage bins at the 
two coasts, hundreds and thousands of them, were done. It didn’t 
result in the most efficient utilization of the railroad fleet, but it re- 
sulted in the best utilization of our shipping fleet which was the scarce 
item at the time of the war, and that was something that was desirable. 

This 33 percent underutilization came about as a consequence of 
other pressures; not solely from inefficiency. 

Mr. Piaprncer. But you are not suggesting that these cars were 
merely idle? 

Dr. Dean. No, they were full. They were pushed as much as they 
could. But when you wanted to ship troops to the west coast you 
made way for those troops, and that idled cars on sidings all across 
the Nation. Emergency runs interfered with maximum efficiency. 

Mr. Puarrncer. Those cars were full at that time, though they 
may have been sidetracked ? 

Dr. Dean. Yes, there are many factors which must be considered in 
wartime. Maximum utilization of the railroad capacity is not the only 
one, 

Mr. Piapincer. You referred to the cost of capital at 10 percent 
net after taxes. We were told yesterday that the railroads could 
borrow money at 3 percent. What is the disparity between these two 
figures ¢ 

Dr. Dean. The disparity is the cost of equity capital. The cost 
of equity capital to a railroad and to most industries is high, and the 
combined cost of capital, equity capital, plus debt « apital, is what 
matters. Some railroads have, for example, a goal of 50 percent equity 
capital and 59 percent debt capital. The equity capital might cost 
20 percent, the debt capital 3 percent, the combined cost of capital, 
whatever that would be. 

Mr. Piapincer. But when you talk about purchasing freight cars, 
is it not unrealistic to use the 10-percent figure, the higher tiure ? 
Why wouldn’t it be more realistic to use the 5-pe reent fioure ? 

Dr. Dean. I think it is better to use the 10-percent figure, and in 
all our work as a consulting firm in private capital management 
decisions we take this view, that it is the combined cost of capital 
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that matters regardless of the financing instrument that can be used 
for the particular acquisition, because you are making a long-term 
commitment by the total enterprise, and if you figured each 

Mr. Piaprncer. Excuse me; you say it can’t be used for the indi- 
vidual transaction ? 

Dr. Dean. For the individual transaction what you should use is 
the combined cost of capital rather than the interest on the debt that 
partially finances that transaction. If you can buy a diesel locomo- 
tive with equipment trust certificates that cost the road only 2.5 
percent, you would be doing your stockholders wrong if you bought 
# diesel that just barely made 2.5 percent, because the stockholders’ 
money and their pledge to repay are also required, Instead, if your 
combined cost of capital is 10 percent, you must stop at 10 percent in 
your clieselization program. Otherwise, you are going to do harm to 
your stockholders. 

Mr. Piarrncer. Well, the only reason I bring the matter up is be- 
cause in the testimony .of the AAR it was stated that the cost of 
interest to the railroad would have to be considered and that was 
computed at 3 percent. 

Dr. Dean. I agree with the 3-percent figure or something like it as 
a debt money cost. What I am disagreeing with is the relevance of 
1t in this decision. My experience tells me that it shouldn’t be rele- 
vant, and that asa practical matter it isn’t relevant. 

You can’t finance the whole freight car with 3-percent money for 
its whole life. As the debt is paid off equity money comes in and 
takes its place, so that the average over the car’s lifetime is closer to 
half debt money. 

Mr. Prapincrr. Is it possible that the same standard might not be 
applicable to Government lending or Government borrowing ? 

Dr. Dean. I know of no counter part to equity cost of capital for 
the Government. I see only debt cost of capital to the Federal Gov- 
ernment. Who are the stockholders of the Federal Government? 
What is the cost of equity capital to the Federal Government ? 

Mr. CurisTensen. In one place you use equity capital, and another 
place debt capital, and another place you combine them. If you are 
going to use simple interest for the Government you should use it for 
the railroads. 

Dr. Dean. I am glad you asked that question. I have thought about 
that a lot and it seems to me in the case of a railroad or a private 
enterprise, if it is to expand or live it must get capital from two sources, 
debt capital and equity capital. It may get its equity capital by 
merely holding out on its stockholders, but this is economically the 
same as going out : and raising it. 

The Government is in sharp contrast to that. If it is to expand 
and live, it can get all of its capital from debt sources and has for 
150 years, and will for another 150 years, and many more. The reali- 
ties of the situation are that the financing of the Federal Government 
is a hundred percent debt, and the financing of a private enterprise 
can’t be a hundred percent debt. 

Mr. CurisTENsEN. I don’t see the debt in collecting taxes. 

Dr. Dean. About $1,600 million went into certificates for cars, as 
T recall, That is the amount of the tax-amortization certificates, not 
the amount of the loan. So we will say roughly about $800 million 
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was the amount of the loan, guessing from figure 9, If the Govern- 
ment had not lent this $800 million by reducing its tax revenues during 
those 5 years it wouldn’t have had to borrow so much. It would have 
had to borrow $800 million less, and the cost to the Government is the 
fact that it has to go to market and get the money from us, the people, 
in order to carry this loan. 

Mr. Meaper. Mr. Chairman, might I ask a question ? 

Don’t you have to make the assumption when you make that cal- 
culation that the rapid amortization did not stimulate car buying? 

Dr. Dean. Mr. Meader, you are quite correct. When you compare 
the Government’s cost of capital, 3 percent, with the alternative of 
having the railroads provide the capital at 10 yond I am assuming 
that by ukase or some other costless device, the Government could by 
some other means force the railroads to buy these cars. That is unreal- 
istic. 

Mr. Prartncer. Would this disparity between the 3 percent and 10 
percent suggest to you that there has been inefficient financial man- 
agement or ‘financial misman: igement among the railroads? Is that 
the general cost of capital throughout the industry, 10 percent ? 

Dr. Dean. It is quite often higher than 10 percent. TI am saying 
the cost of equity capital is higher than 10 percent. The combined 
cost of capital for firms throughout American industry is in that 
order of magnitude, and quite often much higher. 

We have made cost of capital studies for a hundred firms or some- 
thing like that, and it is in that order. The railroads are not above 
par. They are relatively low in combined cost of capital as compared 
with industrial enterprises, because they are able to use more debt 
which is cheap. 

Mr. Mraper. What is more amazing is what it costs the small enter- 
prise or the small security issue to float capital. 

Dr. Dean. Sure, 20 or 30 percent is not an uncommon figure for 
equity capital. 

Mr. Prapincer. Well, what is that attributable to? 

Dr. Dean. It is attributable to the hazards of a free-enterprise 
system. 

Mr. Meaper. And partly attributable to the mass production ad- 
vantages of dealing in large-scale loans or with large companies: An 
insurance company can go out and lend $50 million to a big enter- 
prise, and has no more overhead or servicing costs than it would have 
if it loaned $5.000 to some little grocery store. 

Dr. Dean. Right. 

Mr. Mouzoman. Mr. Plapinger. 

Mr. Puiarincer. On page 3 of your statement, Dr. Dean, you say 
that— 

Unless the subcommittee is prepared to consider recommending a freer range 


of competitive adjustments for the railroads it must be prepared to be philosoph- 
ical about car shortages. 


Will you amplify on that, sir? 

Dr. Dean. Well, as I indicated earlier, our firm has done work for 
other means of transportation competitive with the railroads, and 
we are impressed in our work for those clients with the fact that 
the railroads are sitting ducks in many instances to our competitive 
tactics because of the restrictions of their operations, restrictions 
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which were designed at a time when railroads had a great deal of 
monopoly power because alternative forms of transport were not 
available. 

Now that they are available, these alternative forms have made in- 
roads, devastating inroads in taking away traffic from the railroads, 
and the railroads have very limited retaliatory powers as a conse- 
quence of the rigidity of the regulations and restrictions under which 
they labor. 

I am not suggesting—it is a big subject, and I am not prepared to 
discuss it in detail—that these restrictions should be removed. I am 
only saying that if they are necessary because the monopoly powers of 
the railroads continue, which I doubt, then they have a consequence, 
which is that there is not a free private enterprise automatic reaction 
to shortages, and we can’t have both. 

Mr. Piaprncer. Well, does that mean in times of shortage that you 
would recommend that the railroads be in such a position that they 
be able to raise their rates ? 

Dr. Dean. It would help a great deal to do so. I am not recom- 
mending that it be done. I am saying that since that is not done we 
must put up with the alternative manifestations. 

Mr. Younaer. May I interrupt for a question there? Wouldn’t 
it also help materially if on the question of rates they could get some 
kind of a speedy action out of the ICC as regards rates without this 
tremendous lag and period in there in which they do not know whether 
they are going to have a rate or not? Isn’t that one of the factors? 

Dr. Dean. Yes, that is one of the factors. They are not free to 
retaliate pricewise or otherwise. 

Mr. Piarrncer. Do you think that the railroads lost revenue by 
reason of freight-car shortages? 

Dr. Dean. Sure. 

Mr. Prapincer. By the same token 

Dr. Dean. They lost revenue to competitive forms of transport. 
They sometimes are situated so as to lose it to other roads. The 
railroad must balance the probability of such loss and the magnitude 
of it against a 28-year tieup of capital, and if car shortages occur 
rarely and last briefly, then the loss of traffic to them for not having 
cars, though regrettable, may not offset the cost of keeping a freight 
car for a 28-year life, and they don’t have any chance to make a 
killing when cars are short, to profiteer, if you want to put it bluntly, 
the way we did as coal miners in Kentucky in my boyhood. 

Mr. Piarincer. You also say on page 4 that railroads don’t have 
7o replace cars. They have alternatives. They can rebuild. They 

an rent. They can let their fleet run down. The choice among these 
-natters is a matter of economics and the rate of return on the invest- 
ment, not a matter of necessity. 

Dr. Dean. Yes. 

Mr. Piaprncer. If they let their fleet run down aren’t you strik- 
ing at the very essence of business survival ? 

Dr. Dean. There are railroads which do not own one single freight 
ear. They have let their fleets run down and they have survived. 

Mr. Piaprncer. Are they class I railroads? 

Dr. Dean. Yes, there are railroads that own virtually no revenue 
freight cars, if I may modify my statement. 
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Mr. Mottouan. What is the attitude of the other railroads? 

Dr. Dean. I am not able to answer that accurately, Congressman. 

May I get to it indirectly in this way: Railroads which do not own 
cars may rent cars, and the railroads who do own cars, some of them 
feel that the per diem rental is too low to compensate them for the 
full cost of ownership, and they are nevertheless, under the rules of the 
game, buying cars and putting them into the national pool at rentals 
which are not, they think, compensatory. 

So that I think in general the answer to your question is that the 
railroads who do make the car investment feel under the present per 
diems that it is unfortunate that the railroads who have elected to 
let their fleets run down have made that decision, but it was a sound 
economic decision. 

Mr. Motionan. Do they have no recourse ? 

Dr. Dean. They have no recourse. 

Mr. Piarrncer. Can you name any of those railroads, Dr. Dean? 

Dr. Dean. Well, I am not very expert at this. There are bridge 
‘ailroads which own no cars. The New Haven is said to own very 
few cars. In general, the terminating railroads, the big terminating 

-ailroads and the small bridge railro: ads, are the ones that have lower 
car ownership. 

Mr. Puiartneer. Are the bridge railroads class I railroads, nor- 
mally ? 

Dr. Dean. Not normally. I think there are a few that are. 

Mr. Motitonan. You mentioned New Haven. Is that the New 
York, New Haven & Hartford? 

Dr. Dean. Yes. I think the Boston & Maine has a very low car 
ownership, too. 

Mr. Piapincer. Well, you conclude your prepared statement by 
stating that you are not ’advoe ating either that quick amortization be 
terminated or that it be retained. Would you suggest that tax amor- 
tization become a permanent part of our tax structure? 

Dr. Dean. I don’t know. I don’t really feel qualified to speak on 
that. It might very well be desirable to keep it as a standby feature of 
our emergency war program for the indefinite future. It is a wonder- 
ful device in two respects. It works through the free-enterprise sys- 
tem and harnesses it, and, second, it can be pinpointed to blast particu- 
lar bottlenecks, and to have it in reserve I think strengthens the econ- 
omy for emergencies. 

Secondly, as was suggested yesterday, it has power as an anticyclical 
device. What began as a war measure was, in part, in the 1954 reve- 
nue code continued as a depression measure, so that both those argu- 
ments would, I believe, support its continuance. When you look at 
the alternatives 

Mr. PiaprNncer. Excuse me, sir. What do you suggest in the 1954 
code wus continued as an antidepression measure ? 

Dr. Dean. Congressman Younger yesterday said that it was his 
understanding that in the debate concerning whether this provision 
should continue in the 1954 code much emphasis was placed upon its 
ability to stave off unemployment, which the Congress felt was facing 
the Nation. 

Mr. Puaprrncer. The expressed purpose of the statute, of course, is 
to expand the emergency facilities, and it has been used for that. 
But t een how much it was used as an antidepression measure. 











192 STUDY OF THE TAX AMORTIZATION PROGRAM 


Dr. Dean. Well, I don’t know how this weighed in the voting or 
the subsequent administration. 

Mr. Piaprncer. If it isan antidepression measure, of course, it could 
be suggested that it be made available to all industries. 

Dr. Dean. Yes. May I try to be clear on this matter. I am merely 
pointing to the legislative history of the extension as reflected in the 
remarks of the Congressman yesterday. It was news to me and I 
think it is very sensible, anticyclical device. 

Mr. Youncer. Yes, that was a comment that I made, and I think 
in general it is available to all industry, and that is why the $2,500 
writeoff was put in for the farmers all over the country. A lot of 
those improvements or changes in the tax law, as I got the argument 
from the committee, was for that purpose. 

Mr. Puarincer. Sir, section 168 expressly is applicable to the con- 
struction of emergency facilities. 

Mr. Youncer. Well, yes; but I mean industry in general got write- 
offs also, even printing presses and things of that kind that were new. 

Mr. Moutionan. That is in the tax revision code. 

Mr. Youncer. Yes. 

Mr. Prarincer. Are you referring, sir, to the new declining bal- 
ance method of depreciation, the sum of the digits which would stim- 
ulate other industry ? 

Mr. Youncer. Yes. 

Mr. Piarincer. But what we are addressing ourselves to here is the 
168 provision. 

Mr. Youncer. The more rapid amortization that was in the code. 

Mr. Puapincer. Yes. 

Mr. Youncer. Now, if I may say, Mr. Chairman, I have to leave, 
and I would appreciate saying a few words on this. I appreciate this 
paper, as being human, when you have something that agrees with 
your own theories you always like it, and the Doctor has presented 
something better than I could present it, and with more telling argu- 
ments. 

I have felt all along since we have been in this investigation that 
the yardstick that was set up was an improper yardstick to determine 
whether or not we were getting the results of this amortization, and 
that came to be very forcefully with the Interstate and Foreign Com- 
merce Committee 2 years ago when we had the privilege of going 
over the Pennsylvania Lines. At Harrisburg we saw this new mecha- 
nized classification yard that they put in of making up trains. Be- 
cause that is a breaking point from the East to the West, and I would 
dare say—I have no figures to prove it—but I dare say that the amount 
of money put into that mechanized classification yard would increase 
the carrying capacity of the railroad, more than three times the amount 
that that cost put into the purchase of new freight cars, and I think 
that the yardstick that was set up to judge whether or not the rapid 
amortization was worthwhile is an improper yardstick. 

Mr. Prarrnecer. Well, sir, on that score, we have tried to find out 
whether the goal is still a valid goal, and the railroad people say it 
is, and the Government people tell us it is. 

Mr. Younger. I think personally that it is just an improper yard- 
stick. I really do, and I have felt that. That is just my personal 
opinion. 
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Mr. Motxonan. Well, Mr. Younger, what Mr. Plapinger has said 
here is what I started to say. I think all of these various factors have 
been taken into consideration when the DTA set up these various goals 
and the ODM accepted them. They did that after conferences with 
people in the railroad industry, I am sure, although they did not do it 
officially with the Association of American Railroads. Still they had 
their own consultants who represented the individual railroads, and 
I think in setting up this quota, you might say, for cars, it was taken 
into consideration that there were certain other changes and expan- 
sions which would be made in other fields, one of the important ones 
of which you have put your finger on. 

Mr. Youncer. But I think as so often happens with our Govern- 
ment work that we adopt a yardstick which 1s an easy yardstick of 
measurement, but is not a yardstick that tells the whole story, and I 
think regardless of the ODM, or any of the rest of them, I think they 
fell heir to that same fault that is so common in Government work. 
We quickly through pressure adopt a yardstick that does not tell the 
story, and we do it in many cases, not only in this one. 

Mr. Dawson. An efficient investigation did nothing but to bring 
that out. If they set these car goals as necessary, then we ought to 
do something about it. If it is the wrong yardstick, let us get the right 
yardstick. 

Mr. Youncer. Yes, and what we are after is whether the railroads 
have the capacity to carry the freight and men at the time of mobil- 
ization. 

Mr. Dawson. But they are getting help in these other fields, the 
diesel engines, and so on. 

Mr. Youncer. But that is what we want. We want to be sure we 
have the capacity. 

Mr. Dawson. But if we need freight cars for defense, that is taken 
care of ; if we need diesel engines, we take steps for them to get them. 
If we have certain goals we accept as necessary, we ought to approach 
the goal under the program; we are not approaching the goal. We 
are not producing as many freight cars, talking about nothing but 
freight cars, as the railroads built before they had this benefit. In the 
years before the benefit they built more cars than they have since. 
They haven’t built as many cars as have been taken out of service. 
So you are not approaching your goal. 

Mr. Motiouan. Mr. Minshall. 

Mr. Mrinstratt. There has been much said here about the railroads 
not building the amount of freight cars that they should have, accord- 
ing to the charges made here by Mr. Dawson and other members of the 
subcommittee. 

Mr. Dean said there has been an amazing increase in the car capacity. 
I think it would make it clearer to the subcommittee, and it would make 
it clearer to me, if we knew just how much the delivery capacity has 
increased, as distinguished from car capacity, that is by the improve- 
ment in the trackage, and the improvement in the routing. 

Dr. Dean. Iam sorry you asked that question. It is too good a ques- 
tion. It is too hard to answer. It is very difficult for a tremendously 
complicated national transport system such as we have with so many 
dimensions to supply the information that you want, and it is some- 
thing like the three blind men approaching the elephan!. We can 
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get at it in some ways, none of them perfect. One way to get at it 
is to estimate actual practical capacity on the basis of the trend of 
achievement at peaks when the railroad was pushed, and by that 
method, if you want to just quickly look at figure 2, you will see—— 

Mr. Minsuiatyi. Well, I don’t wish any exact detail, but I would 
like to know whether it is 10 percent, 20 percent, 50 percent, 100 per- 
cent, whatever the figure might be. 

Dr. Dean. By that method I think it is apparent that there has been 
a very substantial expansion of capacity, that the probability is that 
it has been big, and that is not responsive. 

Mr. Mixsuauy. W ell, how big? Can you estimate percentagewise 4 

Dr. Dean. A second ‘approach to it is found in exhibit 6 in which 

various dimensions of capacity have been examined, and if you look 
at the last column of figure 6 you can see that the freight-train-miles 
per train-hour have gone up about 14 percent over 1941, that the ton- 
miles per train-hour have gone up about 55 percent. 

Mr. Minsnauy. Putting all of those figures together, can you give 
us an estimate, percentagewise ? 

Dr. Dean. Not one that I would have much faith in. 

Mr. Minsna.t. What is your best guess, then, at this time? 

Dr. Dean. A 25-percent increase in carrying capacity over 1941. 

Mr. Minsuauu. That is al] I wanted. 

Mr. Mraper. Did you say over 1941? 

Dr. Dean. Yes, sir. 

Mr. PLarincer. What about over 1950, Dr. Dean? What would the 
increase be ? 

Dr. Dean. Well, if you don’t mind, I would rather study the matter 
and make a more considered estimate. 

Mr. Puapincer. Certainly. 

Mr. Mrnswat. Mr. Chairman, I would like to say one thing more. 
This is not relevant to the point at hand here, but I came ina little late; 
I understand that our witness is from C leveland, Ohio. We have had 
so many distinguished witnesses before the subcommittee that I 
thought I should mention that m: itter, and also commend Dr. Dean on 
the excellent report which he has given us. 

Mr. Motitonan. Mr. Minshall, are you finished ? 

Mr. MINsHALL. Yes. 

Mr. Mottonan. Mr. Plapinger. 

Mr, Piarrncer. No further questions. 

Mr. Motionan. Mr. Dawson ? 

Mr. Dawson. No questions. 

Mr. Motitonan. Mr. Meader ? 

Mr. Meaper. I might say, Mr. Chairman, I apologize for not getting 
in here earlier, but ‘T have been very favorably impressed with the 
document Dr. Dean submitted for our record, and the study he has 
made of the problem, and also the answers to questions here. I think 
he has been helpful. 

Dr. Dean. Thank you. 

Mr. Dawson. I want to join in that, Doctor, but we still haven’t got 
those freight cars. 

Mr. Mottonan. Dr. Dean, you say that no one is justified in con- 
cluding that amortization is not doing its job, unless and until we have 
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had a careful analysis of the individual investments that were made 
by the separate railroads, 

Now, all through your statement here you have been very positive in 
your position that the amortization program has served a very useful 
purpose. Now, why would you be in a greater position or a better 
position to say ‘that it has, than those of us who question whether or 
not it has? 

Dr. Dean. I think that there can’t be any doubt about the fact that 
we have expanded the transport capacity of the system more by having 
amortization than by not having it. 

Mr. Motionan. Well, how can you say that in the absence of a care- 
ful analysis of the individual investment ? 

Dr. Dean. I can say that, and it is my judgment because I have spent 
15 years in studying the way in which these capital expenditure de- 
cisions are made by private enterprise, and our firm concentrates in 
that area of management and economic counsel, so I have been in a 
position to see what people do and how tax stimulants affect the profit- 
ability and productivity of investment, and see what would be done 
with and without it, and that is the reason I took the liberty of appear- 
ing before you. 

1 hoped that I might have something to contribute to the Congress, 
and this committee’s thinking, on the subject because I have had the 
opportunity to see how the capital investment process operates in big 
companies, and how accelerated amortization affects these decisions. 

Now, I agree with you that I am being inconsistent in saying later 
that a precise measurement of exactly how many cars we would have 
with it and without it is not possible by looking at goals and com- 
paring them with car population as has been done, or by looking at 
car population alone, as has been done. It could only be done by pro- 
tracted research, looking through the eyes of the finance committee at 
each decision, and I am saying that I think that I know enough about 
it to be sure that it has had a very important effect on modernization 
of our transport system, and that is a matter of judgement. 

If it were to be a matter of measurement, I could only do it by the 
kind of investigation which I suggested, and I don’t believe that that 
has been undertaken, and I am not suggesting that it should be. It 
would be a very costly undertaking. 

Mr. Motionan. I believe you had some reference also, Doctor, to 
the question of good faith on the part of the railroad in entering into 
this amortization program. I can’t find it here, but you did make 
some reference to that, did you not ? 

Dr. Dean. Yes, sir. I mentioned that because I had heard that 
there was some concern about that. It seems to me that it is not a 
matter of good faith or patriotism, it is a matter of economics. The 
railroads have been given a tax loan which is designed to stimulate 
them to make investments that they wouldn’t otherwise make and 
they have made those investments w hen the tax loan pulled them across 
the line of profitability and made it economic to do so. It seems to 
me that to have done so is keeping faith, and comparison of the car 
population, which is a system phenomenon, not an individual road’s 
eee with some goals set up by ODM in terms of car popula- 

tion gives you no test of whether the roads have kept faith. 
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Congress said, “Let us harness the private-enterprise system and 
make it work for us,” and you have done so, and I think with very 
great wisdom and effectiveness. 

Mr. Meapver. Could I ask a question that is raised by the statement 
you have just made, Mr. Dean ¢ 

It seems to me to inevitably follow that this car-population goal 
set by the mobilization people was not an intelligent way to arrive at 
a goal of expanding our transportation capacity. 

Dr. Dean. Well, sir, I don’t wish to be in a position of criticizing 
them. I had a responsibility like this during the war, and I was 
pretty mad when people told me how wrong I was. I don’t know all of 
the factors that they had to take into account. Sitting here as a lay- 
man in relative ignorance, I can say I would have done it differently. 
I would have taken the transport-carrying capacity of the system as 
the way in which to state the goals. I would have taken individual 
bottlenecks as being the things to blast, but that is not a considered 
judgment because Tam not in possession of all of the facts. 

Mr. Dawson. Dr. Dean, Congress did not intend that the railroads 
should take advantage of this measure in erder to build cars for re- 
placement, but in order to increase their existing capacity. Where a 
group of cars burned the railroads got insurance money. They would 
not use the insurance money to replace the cars but took adv antage 
of this—I wouldn’t say windfall—but this provision here. 

Do you think that was good faith on the part of the railroads? 

Dr. Dean. I am not familiar with that particular instance, but in 
general I think that whether a car investment is a replacement or a 
net addition for a road is not a test. 

Mr. Dawson. But if the law says they shall not use this provision 
of the law for replacement, and that is how they use it, do you think 
that they have met the requirements of the law that gave them a right 
to take advantage of this tax amortization ? 

Dr. Dean. Not being a lawyer, I am not competent to think of it 
in those terms, but what I am tr ying to say in my feeble halting fash- 
ion is that the decision to buy a freight car is a decision made by an 
individual road at a particular time faced with a particular set of 
economic incentives. That road is not in a position to know when it 
buys a hundred more freight cars somewhere else in the system some 
freight cars die. I have four children. I have looked on each of 
these children as a new child, as an addition. Now, if a maiden aunt 
of 97 died the year a child was born I still look on the child as an 
addition, and if somebody in southern California dies the day my 
child is born I still look on the child as an addition, and the rail- 
roads are individuals in the same sense that I am, and that is all 
they can see. 

No. 2, for an individual railroad, the decease, or the burning of a 
set of freight cars, is not in any way tied to the acquisition of some 
more freight cars, so that even for the road as a whole it is not possi- 
ble and not from a public-policy standpoint desirable to attempt to 
distinguish between a car which replaces and a car which is a net 
addition to a fleet, and then, No. 3, I think, Congressman Dawson, 
that the way in which you define replacement is in my ¢ experience 
a very intricate matter of terminology and _ concept. Replacement 
miglit be viewed as meaning absolute like for like, putting back again, 
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and that is the way in which it is quite generally viewed. In that 
sense railroads don’t replace, they modernize, they put special-pur- 
pose cars where general-purpose cars existed. They put powerful 
new cars where old sick ones were before. 

So I can understand how a railroad might say, “We don’t replace 
anything. We put in new modern facilities.” 

Cars differ greatly. They differ like our children do. 

Mr. Dawson. I don’t see that I follow you because I can’t see the 
relationship between children, the human being, and a car. And 
also the railroads and the DTA mobilization sat down and they dis- 
cussed a car shortage. They had to deal with the existing capacity 
if they were going to establish the existence of a shortage and then 
they had to make provisions to take care of that shortage by estab- 
lishing goals. 

Now, anything below the carrying capacity that then existed would 
only take care of what existed, and would not add anything toward 
reaching these goals. The tax-incentive program was set up to reach 
certain goals, and not to be used under other circumstances, and I 
don’t think that the railroads have been fair with the Government in 
approaching this situation because the cars have not been produced 
that were intended to be produced for defense purposes, for the de- 
fense of the Nation. 

From the standpoint of the investors in the railroad stock this has 
been a good thing, but from the standpoint of meeting the problem 
of all of the people in preparing for mobilization, they haven’t met it. 

Dr. Dean. I think they have. 

Mr. Dawson. Well, you are the only one who has been on this stand 
since we have had these hearings, I think, who felt that they have 
met the requirements that were set out under the program. 

Mr. Meaper. Mr. Chairman, I don’t know whether I really learned 
anything out of these hearings or not, but I think I have learned this: 
Whoever set up the goal, Defense Production Administration or who- 
ever set up this car-population goal, they were not acting In the most 
skillful and intelligent and expert manner in achieving what we really 
want, transport-carrying capacity. 

Mr. Dawson. That is right. 

Mr. Meaper. And they put that formula up there, and the com- 
mittee is perfectly entitled to say the goal that was set, has not been 
reached. 

Mr. Dawson. But they sat down with the railroads. They didn’t 
set it arbitrarily by themselves. They sat down with the railroads. 
They agreed on the situation. They determined on the number of 
new cars. They made an inducement to the railroads to increase their 
cars. 

Mr. Mraper. We say: “Here is a goal that hasn’t been met. The 
amortization program was to achieve that goal.” Then they come 
in and say: “That isn’t a realistic goal at all. We don’t care about 
number of cars. That doesn’t mean a thing. What we are talking 
about is a carrying capacity.” I must say that I am impressed that 
that is a much more important thing to be interested in than just to 
have a, lot of cars. 

Mr. Dawson. I agree with you to this extent. We are here only 
discus:ing one phase. The carrying capacity was discussed. Ar- 
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‘angements were made for diesels. Arrangements were made to give 
them increased c: rrying ¢ apacity on their lines. That was taken care 
of in other ways. But this is just one phase of the problem, and it is 
the one we are looking at because instead of approaching the goal we 
are getting further from it. 

Mr. Mraper. The goal we ought to be approaching we are making 
some progress toward, because every witness we have had here has 
substantiated the fact that the carrying capacity has increased. 

Mr. Dawson. Certainly, but we have been contributing to that, 
also. 

Mr. Motionman. Well, I think it is important for us to accept, Mr. 
Dawson, and Mr. Meader, that the railroads for themselves set and 
held to a goal of 1,850,000 cars, and that was after all of these addi- 
tions had been made which increased the carrying capacity of the 

railroads, and the ODM figures established for Government purposes 
and tax-amortization purposes a goal of 1,867,000, and molded into 
that was a car number of 436,000 that should be allowed for tax- 
amortization purposes. Your replacement factor was taken into con- 
sideration also, that is the replacement factor we talked about so 
much here in that all of those cars, with the exception of 194.000 cars, 
would be replacements, but that 194,000 was actually new transporia- 
tion units. Now the question concerns me, Doctor, out of all of this, 
do you not agree with me that whenever a program such as this is 
set up as a goal, an official goal, that all howe who become parties 
thereto are obligated to some certain extent to exert every proper 
influence to reach that goal and that when they participate in it they 

‘annot just use it to their own dollar-and-cents advant: izes, but they 
must keep in mind basically the ultimate purpose which was to make 
this transportation system stronger and capable of handling any 
mobilization or emergency with which we might be faced in the 
future? 

Dr. Dean. I think I would agree with that statement in general. 

It seems to me, however, that there are tiree things that you want 
to have in mind to qualify it. In the first place, I know nothing of the 
way in which railroads signified their agreement. I assume that they 
did so through a trade association. A trade association is not a cartel. 

Mr. Motitonan. Let me interpose there. I think that when they 
filed their applications they became parties to the agreement, at least 
impliedly so, and on each one of those applications th: at I have reviewed, 
and we had a sampling of a hundred of them, and 40 of them were 
very painstakingly reviewed, and I am talking about the application 
for a certificate of necessity with the ODM, in each instance they made 
specific reference to the fact that the application did not cover replace- 
ments but were in effect additions to the existing fleet. They were 
very painstaking about that. 

Now, it may be that there were applications filed in which that did 
not appear, but I know in 3 or 4 of the m: ajor railroads, the Baltimore 
& Ohio, the Chesapeake & Ohio, and the Southern, and T am not sure, 
but it seems to me the Pennsylvania was one of them also, and those 
are certainly some of the largest railroads we have in the country. 
They made specific reference to the fact that this was not a replace- 
ment but was an addition to the fleet. 
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Dr. Dan. I think the railroads have done all that they could be 
expected to do under this stimulant to investment, and that their ob- 
ligation as a private enterprise is to do what comes naturally under a 
free economic system, under the stimulus and incentives that are pro- 
vided by this tax-loan device, and that that is the obligation of a busi- 
ness enterprise in our system, and that is the way it ought to be, and 
we would not want it to be otherwise, and, third, that this distinction 
between replacement and nonreplacement for the system as a whole, 
for the fleet as a whole, is not a distinction that the railroads can make 
themselves in applying it, it is not a distinction which in my opinion 
is practical for the administration to make in processing and passing 
upon it. 

Mr. Piapincer. Do you think that the railroads are unique in that 
situation, Dr. Dean ? 

Dr. Dean. I think that it applies quite generally to our entire 
economy. 

Mr. Prarincrer. Well, are you f: umilis ar with the fact that replace- 
ment facilities, vii atever way you define replacement, are not eligible 
for tax amortization in any other industry except, I believe, commercial 
aircraft ? 

Dr. Dean. I think that is a distinction which from the standpoint 
of economic analysis is unmakable, unworkable, unadministratable, 
and not significant for public policy. The only thing we can do about 

capacity is to try to get more children born, and if somebody dies 
they are going to die, anyhow. It is not going to be affected by the 
birth of that child or that freight car. 

Mr. Motioan. Doctor, I know you have a plane to make in 40 min- 
utes. May I ask one quick question: You made some reference to the 
increased capacity of the railroads, tonnagewise, and we have stressed 
the point on one or two occasions about the increased carr ying capacity 
of each individual car. Now, for argument purposes, suppose we want 
to increase the tonnage of our railroads 300,000 tons. Could that best 
be done by 6,000 50-ton cars or by 5,000 60-ton cars, in your opinion / 
Which could be handled to the greatest advantage ? 

Dr. Dean. I am not the best person to answer that. 

Mr. Puartncer. Mr. Chairman, may I suggest that one letter ad- 
dressed to you from the American Farm Bureau Federation, dated 
July 15, 1955, be incorporated in the record, and also a letter with 
an enclosure from the Northwest Public Power Association, Inc., 
dated July 13, 1955, also be incorporated in the record ¢ 

Mr. Mottonan. Yes. Without objection, they will be made a part 
of the record. 

We will stand adjourned until 3 o’clock this afternoon when we will 
be in executive session. 

(Whereupon, at 12:25 p. m., the subcommittee adjourned. ) 

(The matter referred to is as follows:) 

AMERICAN FarM BUREAU FEDERATION, 
Washington, D. C., July 15, 1955. 
Congressman Rosert H. MOoLiLoman, 


Chairman, Subcommittee on Legal and Monetary Affairs, 
House Committee on Government Operations, Washington, D. C. 

DraR CONGRESSMAN MOLLOHAN: We understand that your subcommittee is con- 
ducting an investigation of the program under which the Government grants 
accelerated tax amortization certificates covering all or part of the cost of new 
facilities required for defense production. 
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In our opinion, the power to grant accelerated amortization is subject to so 
much abuse under present conditions that it should be terminated. 

Our reasons for this position are summarized in the following paragraph 
from the official policy resolutions adopted by the elected, voting delegates of 
our member State farm bureaus in the 48 States and Puerto Rico last December : 

“The accelerated amortization program, under which the Government has al- 
lowed industry a rapid tax writeoff on part or all of the cost of new facilities, 
appears largely to have served its purpose of encouraging a rapid expansion of 
our productive capacity for defense. We, therefore, urge that the program be 
terminated as soon as possible. As a long-time policy, any encouragement that 
may be found to be necessary to bring about the construction of new facilities 
should be provided through generally applicable provisions of law rather than 
by programs which require that the Government pass on individual projects.” 

Whatever justification there may have been during World War II or the 
Korean mobilization period for accelerated amortization, we can see no such 
justification now, particularly in view of the liberalized and generally applicable 
depreciation provisions of the new tax code. 

We do not think there is any question but what accelerated amortization has 
been granted for the construction of facilities which are largely or completely 
usable in a peacetime civilian economy. The power to grant accelerated amor- 
tization for selected projects gives the administrative branch of the Govern- 
ment considerable power to decide what production facilities are to be built, 
where they are to be located, and who is to build them. We do not believe that 
it is desirable for the Federal Government to have such power in peacetime. If 
it is public policy to encourage the construction of certain types of facilities, this 
should be done through generally applicable provisions of law which give the same 
benefits to all who desire to participate, rather than through programs which 
require Government approval of individual projects. 

We respectfully request that this letter be made a part of any record of hear- 
ings of your subcommittee. 

Sincerely yours, 
Joun. C. LYNN, 
Legislative Director. 


NORTHWEST PUBLIC POWER ASSOCIATION, INC., 
Vancouver, Wash., July 13, 1955. 
Hon. Rorert H. MOLLoHAN, 
House Office Building, Washington, D. C. 


DEAR REPRESENTATIVE MOLLOHAN: By resolution of its member electric utilities 
the Northwest Public Power Association favors repeal of the fast tax writeoff 
program and a return to sound depreciation practices. It is better to wipe this 
slate clean. 

If subsidies are needed for national defense, they should be paid across the 
table in the national defense appropriations bills. 

Enclosed as my supporting testimony is an address I made May 14, 1953,.at 
the Boston convention of the American Public Power Association entitled “Ac- 
celerated Amortization: Biggest Bonanza That Ever Came Down The Govern- 
ment Pike.” 

This analysis of the Cabinet Gorge Dam shows how the fast tax writeoff 
scheme has been applied to utilities for profiteering. 

The tragic sequel is presented in the most recent analysis and report on Wash- 
ington Water Power Co. by W. C. Gilman Co. on February 23, 1955 and published 
by Kidder, Peabody & Co. which shows tax deferments for 1953 and 1954 of 
$2,347,941 and $2,696,216 respectively and expected to reach a total of $13,500,000 
by the end of 1957. Now I quote: 

“The 40-cent quarterly dividends paid on September 15, and December 15, 1953 
were determined by company tax counsel to be 87.24 percent a return of capital 
(34.896 cents per dividend) or a total of $0.6979 paid in 1953 may be considered 
not taxable. Similarly each of the four quarterly dividends paid in 1954 were 
determined to be 86.8 percent not taxable as dividend income. Of $1.625 paid in 
1954, $1.4105 may be considered not taxable.” 

Thus the stockholder not only receives this Federal subsidy as a windfall 
prefit. byt he is also granted income-tax exemption thereon. He reports only his 
capital gain. 
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This case study is typical of how this tax writeoff program operates against 
the public interest. It should be wiped off the statute books, 
Sincerely, 
Gus Norwoop, 
Executive Secretary. 
[Public Power Bulletin] 


ACCELERATED AMORTIZATION 
“BIGGEST BONANZA THAT EVER CAME DOWN THE GOVERNMENT PIKE” 
(By Gus Norwood, executive secretary, Northwest Public Power Association ) 


(Address at the annual convention of the American Public Power Association, 
May 14, 1953, at Boston, Mass.) 

The Massachusetts constitution, adopted 1780, contains in its bill of rights 
this important principle: 

“No man, nor corporation, or association of men, have any other title to obtain 
advantages, or particular and exclusive privileges, distinct from those of the 
community than what arises from the consideration of services rendered to the 
public * * * Government is instituted for the common good, for the protection, 
safety, prosperity, and happiness of the people and not for the profit, honor or 
private interest of any one man, family, or class of men.” 

This is the familiar principle of equality before the law. It is in the light 
of this principle that I wish to discuss the subject of accelerated amortization. 
As the story unfolds I ask you to reflect, whether the operation of accelerated 
amortization in the electric utility industry during the Korean war does not 
contravene this principle stated in the Massachusetts constitution, which is also 
the guiding principle of all high-minded government. 

My discussion is organized under four headings, firstly, what is the origin 
and nature of accelerated amortization, secondly, how does it work in an actual 
example, thirdly, what are the public policy implications, and fourthly, what 
are the conclusions to be drawn from this study. 


ITS ORIGIN AND NATURE 


On May 14, 1940, Hitler invaded France. One month and eight days later 
France surrendered. The German air armadas had won the blitzkreig. Presi- 
dent Roosevelt reacted promptly by asking Congress in his urgent messages of 
May 16 and June 13 for funds to build 4,000 planes. Congress approved the 
funds. 

Two months later only 33 planes were on order. Companies refused to expand 
plant except on a basis of higher than normal profits. Meanwhile Germany was 
producing 1,500 planes a month. In desperation the Secretaries of War, Navy, 
and Treasury appeared in August 1940 before the joint hearings of the House 
Committee on Ways and Means and the Senate Committee on Finance. They 
recommended special income-tax treatment for companies which would build 
defense plants. The result was the enactment of section 124 of the Internal 
Revenue Code on October 10, 1940. 

Thus was eliminated almost from the start the noble ideal of the Vinson- 
Tramme!l Act which proposed to take the profit out of war. 

The new law permitted the defense agencies to grant certificates of necessity 
which entitled the holder thereof to amortize for tax purposes his new plant 
investment over a 5-year period at the rate of 20 percent a year. As Senator 
Magnuson told the Federal Power Commission on March 18, 1953, it was the 
intent of Congress to provide a means whereby a corporation could write off the 
investments in plants which would have little, if any, use after the defense 
emergency had passed. No industry would end up with a white elephant on its 
hands. Congress had “socialized the risk.” 

Two years after the enactment of section 124 the National Association of 
Railroad and Utilities Commissioners at the 1942 convention received an im- 
portant recommendation from Commissioner Robert E. Healy, Securities and 
‘xchange Commission and acting chairman of the NARUC Committee on Cor- 
porate Finance. In a brilliant report Judge Healy puts his finger on the - entral 
issue of accelerated amortization by pointing out the compound interest ad- 
vantage. He concludes in favor of passing that advantage to the utility con- 
sumer by urging the removal of amortized plant from the rate base of the 
utilities. 
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Judge Healy’s recommendation for strict adherence to a net investment rate 
base was observed in a number of jurisdictions and was upheld in a clear case 
in the Michigan courts. The World War II utility record with certificates was 
fairly good because of restraint in granting them, because of OPA pressure to 
keep rates down and because of the influence of outstanding regulatory men, 
notably Leland Olds, Chairman of the Federal Power Commission, Judge 
Healy, Beamish, Jourolmon, Fitzhugh, and Tom Buchanan. They are now all 
gone. 

Nevertheless regarding the program as it applied to all industries the Brew- 
ster committee of the SOth Congress reported that the certificate of necessity 
program in World War II gave rise to “legal profiteering.” 

With the start of the Korean war the Congress again enacted the rapid tax 
writeoff method as section 121A of the Revenue Act of September 23, 1950. This 
time there was virtually no restraint as certificates were issued at the rate of 
a billion dollars worth a month. A preliminary investigation of the first $1,800 
million in certificates and covering chiefly just the steel industry was made by 
the House Committee on Expenditures in the Executive Departments. In its 
report dated May 28, 1951, the committee concluded : 

“The certificate of necessity program is the biggest bonanza that ever came 
down the Government pike.” 

During World War II the certificates reached $7.3 billion of which witnesses 
before the Brewster committee suggested $3 billion was unwarranted. How- 
ever, the Korean war has already passed the $26 billion mark or more than 3 
times as much as was necessary to defeat Germany, Italy, and Japan in a 6 
year war. Noris the end in sight. 

Especially eager to obtain certificates of necessity have been the private elec- 
tric utility corporations. As of March 24, 1953, they have received certification 
of 592 projects involving a total cost of $3.7 billion of which $1.66 billion or 
45 percent has been assumed to be investment incurred for national defense. 

How does the defense agency determine what percentage of a plant is to be 
written off for national defense? The original National Securities Resources 
Board criteria read, “the major factor controlling the percentage of the cer- 
tificate should be the probable economic usefulness of the facility for other 
than defense purposes after 5 years.” Under this criteria the electric systems 
would have received virtually no certification. 

Apparently the rule of the Defense Electric Power Administration was to 
regard the normal historical growth of the utility as peacetime investment and 
anvthing above that amount as defense. Under this logie the Pacific Power 
& Light Co. received a 75 percent writeoff on the $26,170,000 Yale Dam and the 
Washington Water Power Co. received a 65 percent writeoff on the $34,425,000 
Cabinet Gorge Dam although both projects were urgently needed to alleviate 
the Pacific Northwest power shortage. It is har‘lv necessarv to add that the 
DEPA staff was made up largely of private utility executives on loan from 
their companies. 

Another incident in this history is the introduction of H. R. 426 on January 
3, 1953. by Congressman Dondero to make accelerated amortization available 
retroactively to December 31, 1939. The House Committee on Ways and Means 
has held no hearings on the bill, but the Northwest Public Power Association 
has filed a letter in opposition. 

This brings the story up to date to the Federal Power Commission hearing 
on docket No. R-126 on proposed rulemaking for treatment of Federal income 
taxes as affected by accelerated amortization. The issue is whether the tax 
benefits should be given to the stockholders as windfall profits or be passed on 
to the consumer in the form of cheaper power rates. 

The utilities testified at length in favor of placing the tax savings in newly 
set up deferred accounts, instead of passing on the savings to consumers. This 
type of accounting had been authorized by many State commissions and in view 
of that fact the utilities felt the best solution was for the Federal Power Com- 
mission not to make any rule at all. 

In favor of passing the benefits on to the consumer was Mr. Francis J. Walsh 
of the FPC staff who made a very able case. Statements were likewise sub- 
mitted by Senators Magnuson and Jackson, Congressman Don Magnuson, the 
National Rural Electric Cooperative Association, the Northwest Public Power 
Association, and the American Public Power Association. 

The utilities’ contention that no rule should be made by the Federal Power 
Commission brings to mind the remarks of Maryland’s Governor McKeldin 
recently wherein he discussed the man who professes impartiality: “By looking 
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with benign tolerance equally upon what is good and what is bad, he really 
allies himself with evil, like the policeman who takes no sides between the 
robber and his victim. * * *” 

If I may borrow from Governor McKeldin’s simile I should say that if the 
Federal Power Commission regards the arguments of the utility managements 
with benign tolerance we may end up with the American consumer in the role 
of victim. 

THE CABINET GORGE DAM 


As a result of this program of noncollection of Federal income and excess 
profits taxes from the electric utilities, the Federal Government will have an 
investment in the companies of about $1,700 million. This is an interest-free 
loan on which the companies did not have to pay any financing or underwriting 
fees or bond discount. Theoretically the companies must repay the principal 
amount of this money unless they can duck out by one of the following four 
methods: First, they can avoid the repayment by showing a very low net income 
for any year. Second, they will save money if there is any reduction in the 
corporate income-tax rate or they may have to pay a little more if the rate goes 
above the present 52-percent level. Third, they may utilize a subterfuge such as 
the method of composite depreciation rates as is practiced in Oregon. Finally, 
the company can duck the repayment by selling the amortized plant to a publie 
body at any time after the fifth year. 

The Federal Government is the junior stockholder in the electric utility busi- 
ness. The United States Treasury puts up some $1,700 million on the basis of 
no interest or dividends and expecting repayment of principal only if the com- 
panies enjoy uninterrupted prosperity. The Federal lien is junior to that of 
all other bondholders, preferred-stock holders, common-stock holders, or any 
other present or future creditors of these companies. Thus accelerated amortiza- 
tion becomes a halo around the gilt edges of utility bonds. This great amount 
of junior equity money has already enabled the utilities to obtain bond money 
cheaply without the necessity of issuing additional common stock. 

Over and above all these benefits is the interest-free feature which shows up 
most dramatically in the case of a plant with a long life if the amortized invest- 
ment is included in the rate base of the utility. 


TABLE 1.—Washington Water Power Co. Cabinet Gorge hydroelectric project 


Investment subject to rapid amortization (65 percent on 
$34,425,000 ) 22, 376, 250 
Annual depreciation accrual on a straight-line basis: 
5-year rapid amortization 4, 475, 250 
40-year normal life 559, 406 


Balance transferred to earned surplus_.._...._____________ 3, 915, 844 
Federal tax, 52 percent 2, 036, 239 
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Effect of rapid amortization of Cabinet Gorge project for income-tax. purposes 
assuming company earns a return of 6 percent on its invested capital: 


TABLE 2. 
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amount | | 
| deposited | Annual | Annual | 
in special | Internat « amount | ee | 
earned | 6 erest at | transferred | ee tec Total 
surplus | a ppc to earned ae | ota 
per annum : earned 
account surplus surplus 
ij account, | .. rT . 
account 
....-|---.-----.--| $2, 036, 239 $2, 036, 239 
$2, 036, 239 $122, 174 2, 036, 239 2, 158, 413 
4, 194, 652 251, 679 | 2,086, 230° }..........- 2, 287, 918 
6, 482, 570 388, 954 2, 086, 239 2, 425, 103 
.-| 8,907, 763 534, 466 2, 036, 239 | _ - ‘ 2, 570, 705 
| 11, 478, 468 GE Iinwanacsea i $290, 891 397, 817 
11, 876, 285 | TOMES, facacasucas 290, 891 | 421, 686 
12, 297, 971 | 737, 878 |--------- 290, 891 | 446, 987 
12, 744, 958 REGO Tesi asus du 290, 891 | 473, 806 
13, 218, 764 | WD Bs tninciccie vain 290, 891 | 502, 235 
| 13, 720, 999 GUD Fc occcuece 290, 891 532, 369 
14, 253, 368 GEE Ts bo cdwmsuacs 290, 891 | 564, 311 
..| 14, 817, 679 | SUE Vsiintnonceves 290, 891 598, 170 
| 15, 415, 849 | iii eit atl 290, 891 | 634, 060 
J 16, 049, 909 962, 995 [en-eesene-e- | 290, 891 | 672, 104 
| 16,722,013 | 1,003,321 |-........... 290, 891 | 712, 430 
17, 434,443 | 1,046, 067 |............ 290, 891 755, 176 
18, 189, 619 « 8 . ) ee 290, 891 800, 486 
18, 990, 105 1, 139, 406 bad Sek 290, 891 848, 515 
19, 838, 620 BBE GET Ioccenccacce 290, 891 899, 426 
 §, 8 US 8 eee 290, 891 | 953, 392 
21, 691, 438 SORE OOD cons aceciiic 290, 891 | 1, 010, 598 
22, 702, 036 cc .. {aaa 290, 891 1, 071, 231 
23, 773, 267 | 1, 426, 396 |---- 290,891 | 1, 135, 505 
Pe, EEE) A BEE [nin oem ncemsa 290, 891 1, 203, 635 
26, 112,407 | 1,566, 744 |.---.....-- 290, 891 1, 275, 853 
27, 388, 260° | 1,643, 296 290, 881 1, 352, 405 
28, 740,665 | 1,724,440 |_.....-.---- 290, 891 1, 433, 549 
30, 174,214 | 1,810, 453 |........-.. 290, 891 1, 519, 562 
31, 693, 776 BION ew cawctenns | 290, 891 1, 610, 736 
33, 304, 512 LEER: Los adincacien 290, 891 | 1, 707, 379 
35, 011, 891 8 ON eee 290, 892 1, 809, 821 
36, 821, 712 2 DOO S08 i ieee i 290, 892 1, 918, 411 
38, 740, 123 Is Bish a mabibtcincgs 290, 892 2, 033, 515 
40, 773, 638 EE Ne cwnccenpesn 290, 892 2, 155, 526 
42, 929, 164 2 676, 760 tucunese.cs.- 290, 892 2, 284, 858 
45, 214, 022 fk SS 290, 892 2, 421, 949 
47,635,971 | 2,858,158 |......--.--- 290,892 | 2, 567, 266 
50; Te eer | 4S, Ute bee |..-.......-. 290, 892 2, 721, 302 
52, 924, 539 B, AGE 490 ~leeows wads aint 290, 892 2, 884, 580 
idimcgaeaiaeiiics iced babies aielitinienat ae 
55, 809, 119 | 55,800, 110 | 10, 181, 195 | 10, 181,195 | .. 55,809,119 












Estimated annual tawv savings of the electric utility industry due to 


rapid amortization for income tax purposes assuming average life of projects 


is 30 years 


Total estimated cost of 592 projects which have received tax 


amortization certificates as of Mar. 24, 195: 


Investment subject to rapid amortization 
Annual depreciation accrual on a straight line basis: 


P-WORP Tales MimOrC nO... a oc cceckennswncscune 
30-year normal life 


Balance transferred to earned surplus 
Federal tax, 52 percent 
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Effect of rapid amortization for income tax purposes, assuming companies earn 
a 6 percent return on tax savings which are placed in a special earned surplus 
account. 


{Ir thousands] 


Annual charges 


Cumulative -————_————— ome 
| amount | 
deposited |} Annual 
in speclal | Interest at | ,amaunt 
| 6 percent 5 
5 ) $ | ) @& a 
surplus per annum | to t arned 
account | surplus 
account 


Annual 

} amount 

d | deducted 
| from Total 
earned 
surplus 

|} account 


sa ee - SF sis asiisasant $143, 790 
$143, 790 | $8,627 | 143,790 |...-....-- 152, 417 
296, 207 | 17, 772 | 3,7 = 161, 562 
457, 769 27, 466 3, 7 Seti | 171, 256 
629, 025 37, 742 | 3, 7$ eee | 181, 532 
810, 557 48, 633 | 8, 7! 19, 875 
830, 432 WMI onc cascoes 2B, 7! "068 
851, 500 51, 090 28, 758 | ) 332 
873, 832 | 52, 430 8 7 , 672 
897, 504 53, 850 | a 7 092 
922, 596 SOME a caicgnewanel , 758 | 5, 598 
949, 149 56, 952 | --. oe 28, 7 28, 194 
977, 388 58, 643 | } —-28, 72 9, 885 
1, 007, 273 60, 436 | -.-- nel 758 | 31, 678 
1, 038, 951 62, 337 is 28, 7! 33, 579 
1, 072, 530 64, 352 758 | 35, 594 
1, 108, 124 66, 487 8, 758 | 37, 72 
1, 145, 853 DIE Baivicvnnsacucs 7 39, 993 
1, 185, 846 EE Sled sausages 28, 758 | 42, 393 
1, 228, 239 73, 694 os 28, 758 | 44, 936 
1, 273, 175 76, 390 8, 75: 47, 632 
1, 320, 807 PE ii onican tenn 8, 758 | 50, 490 
1, 371, 297 ee ics oa 28, 7! 53, 520 
1, 424, 817 ¢ ! 56, 731 
1, 481, 548 8, 7! 60, 135 
1, 541, 683 ¢ é: 63, 743 
1, 605, 426 67, 658 
1, 672, 904 7! 71, 622 
1, 774, 616 104, 677 . 75, 919 
1, 820, 535 109, 232 80, 474 


1, 901, 009 1,901, 009 | 718, 950 | ,950 | 1, 901, 009 
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TABLE 3.—Hffect of rapid amortization for income-tagx purposes on Federal 
tax income, assuming that Government loses interest compounded at 24 
percent on the deferred amount 


{In thousands] 





| Annual charges 
{Cumulative ——— Se -_ ieee oat eae = 
amount | : 
| deposited | Annual | Some 
Year in special Interest at | amount deducted 
earned 21% percent transferred from Total 
| surplus | per annum | ¢0 earned earned 
account surplus me : 
account surplus 
| account 
Recades : re lle } $143,790 |__- ; $143, 790 
ee : : | $143. 790 | $3. 595 143, 790 ; 147, 385 
3. 271 :175 7, 279 143, 790 141, N69 
Webbe rematcewas | 442 244 | 11, 056 | 143, 790 154 846 
5. 7,090 | 14, 927 143, 790 158, 717 
6 | 755. 807 | 18,895 i $28, 758 9, 863 
ree 5.944 | 18 £49 : 28, 758 19, 199 
S.- R35 18, 396 28. 758 | 19, 362 
2. | 5. 473 18, 137 28, 758 19, 624 
10 | 4,852 17, 871 28, 758 10, 887 
11 | 965 | 17, 599 28. 758 11, 159 
Oe a | 806 17, 329 28, 758 11, 4°38 
13 | , 368 17, 034 11, 724 
14 = | », 644 16. 741 12,017 
15 | 627 16, 441 12,315 
15 310 16, 133 12, 625 
17 685 15,817 ad 12 941 
18 , 744 | 15, 494 13, 264 
19 | 480 | 15, 162 13, 596 
2) 884 14, 822 13, 936 
21 948 | 14, 474 | 14, 284 
22 , 664 14, 117 14 641 
23 . 023 13, 751 15, 007 
24 35, 016 13, 374 15, 284 
25 | , 632 | 12, 991 15, 767 
26 | , 865 12, 597 16, 162 
, 704 St oe 16, 565 
28 . | 139 Delibacenesda 16, 980 
29.- 454, 159 11, 354 17, 404 
30_- | 436, 755 16,910:|....02.. 17, 839 
Eases Cis mn wen uls ddddéensened 418, 916 418, 916 | 718, 950 718, 95) | 418, 916 








On February 18, 1952, the Washington Water Power Co. obtained a certificate 
of necessity for the 200,000-kilowatt Cabinet Gorge Dam on the Clark Fork River 
in Idaho with a permissible writeoff of 65 percent on $34,425,000. The Idaho 
and Washington regulatory commissions have granted orders permitting tax 
deferral accounting over a 40-year period. Actually the project obviously has an 
average useful life of more than 40 years. What is the value of the accelerated 
amortization benefit to the company for this dam? The answer is $55,809,119. 
Even if the corporate income tax rate remains as high as 52 percent and even 
if the company obtains a rate of return of only 6 percent, the compound interest 
gain over the 40-year period is $55,809,119 or more than five times the amount of 
the original tax deferral of $10,181,195. The computations are shown in table one. 

Applying the same criteria to all electric utilities but reducing the normal 
plant life to 30 years shows in table two an unearned windfall profit for utility 
stockholders of $1,901,009,000 over the 30-year period. All these benefits, further- 
more, will go to stockholders not as income but as capital gains. 

Please note also table three which shows that the national debt will be at least 
$118,916,000 higher 30 years from now just to reflect the interest cost on the 
deferred taxes. This figure is an absolute minimum and is based on 2% percent 
interest compounded whereas present interest on Federal bonds is over 2.8 per- 
cent. This amount of almost half a billion dollars is the additional out-of-pocket 
cost to all other Federal taxpayers in order to subsidize the electric utility 
corporations. 
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PUBLIC POLICY IMPLICATIONS 


To analyze the public policy implications of accelerated amortization is to 
trace the pathology of a bad law. Step by step it is not unlike the morbid prog- 
ress of a disease. 

The starting point is the issue before the Federal Power Commission as pointed 
out by Healy in 1942, namely, will the compound interest benefit go to the stock- 
holders as windfall profits or to the consumers as cheaper power rates. The 
utility stock speculators want to use accelerated amortization as a booster pump 
to transfer more money from the consumers to the stockholders. The economic 
effect would be regressive making the poor poorer and the rich richer. One utility 
man from Texas even testified it would be inflationary to let the consumers have 
cheaper electric rates. 

This conspiracy of utility executives and stock speculators against the con- 
sumers would not be at issue before FPC but for the breakdown of regulation 
at the State level. Here is a prime example of hypocrisy. The record shows 17 
State commissions each parading under the flag of the consumer while in fact 
permitting the consumer to be exploited. On some of the blackest pages of 
American government is recorded the repeated betrayal of the consumer at the 
hands of his publicly paid guardian and protector, the public-service com- 
missioner. 

The second stop in this pathological pilgrimage is the defense agency where 
an army of corporation executives temporarily dressed as policemen are passing 
out tickets, $26 billion worth of tickets. This is a case of making the fox the 
eustodian of the chicken coop. Three congressional committees have now com- 
plained in strong language. Most recently the Dawson committee in 1951 
said, “* * * administration * * * has been unsound and detrimental to the pub- 
lic interest. In the first place, the established regulations and procedures have 
not been followed. There are instances of outright disregard for the safeguards 
which were designed to protect these most vulnerable functions from abuse. The 
need for prompt action to meet the national emergency was construed as justify- 
ing a ‘shovel in the barrel’ approach to the certificate of necessity program as 
early as 10 days after it got under way.” These corgressional reports cite 
numerous examples of reckless and irresponsible administration. 

The Secretary of the Interior likewise protested frequently regarding the high 
percentage granted in the certificates but he was overruled by Defense Mobilizer 
Charles Wilson, 

Thirdly, the law itself invites maladministration. The committee found “the 
criteria it sets out for determining the certifiable portions are ambiguous and 
vague, to say the least.” For example, the term “necessary in the interest of 
national defense” was construed very broadly “to encompass all expansion nec- 
essary to satisfy military needs together with all expansion necessary to keep 
civilian supplies at as close to normal levels as possible during the emergency.” 
Another train of evils followed from the law’s vague terminology, “attributable 
to defense purposes.” 

Fourthly, the conception or theory of the law is inconsistent with the tradi- 
tions of this country. As the war clouds were gathering in 1940 the NARUC 
Committee on Progress in Public Utility Regulation observed : 

“It has been the avowed purpose of Congress, through a legislative policy 
which antedates the depression and goes back to the period immediately fol- 
lowing the First World War, to control war profits in any future war in which 
the United States might become involved, and to prevent the creation of new 
war millionaires. It was the general consensus that this should be effected by 
the imposition of income and excess-profits taxes. Accordingly, the Vinson- 
Trammell Act was passed, its provisions including a limitation upon the profits 
from the construction or manufacture of naval vessels and Army and Navy 
aircraft. The express purpose of this act was to take the profit out of war.” 

If indeed government is instituted for the common good and rot for the proiit 
or private interest of the select few, if indeed there is to be equality in the en- 
joyment of benefits before the law, then there must also be equality of sacrifice 
under the law in time of war. 

War requires a basic partnership between producing industries at home and 
fighting forces at the front. Yet to achieve this partnership we use on the one 
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hand the mercenary method and on the other hand the compulsory draft. The 
Korean war has cost 130,000 American casualties and $26 billion in accelerated 
amortization certificates. Refined in terms of actual profiteering from tax write- 
offs the Korean war has produced 1 new war millionaire, or his equivalent in 
profits, for every 20 casualties. 

The experience with accelerated amortization casts doubt on the sincerity of 
utility executives in their protestations that they are loyal to their country. 
Instead of patriotism and a proper regard for the duties of citizenship there is 
found an exploitation of the national defense emergency as an opportunity for 
unwarranted legal profiteering. The national defense has been used as a subter- 
fuge and excuse to demand and obtain huge Federal subsidies, paid by you and 
me, to get the electric corporations to perform their normal and simple public 
utility responsibilities. Having received these subsidies they now have the un- 
mitigated gall to demand the right to incorporate these Federal subsidies in their 
rate base and to exact from their consumers a 6 percent rate of return thereon. 
From 1937 to 1950 as the result of many hearings and court cases the utilities 
were required to wring out over $1.5 billion of water from their capital structure. 
Now they propose to put at least as much back. 

This has been a study in sophism, of attempts to make black appear white, of 
counterfeiting truth, of using the appearance of logic and a claim of reasonable- 
ness to camouflage error. This has also been a study in the breakdown of the 
fundamental morality and ethical standards of American public life. Good State 
regulation would have stopped this raid on the consumer. Good Federal admin- 
istrators would not have issued the certificates. Patriotic utility executives 
would not have demanded them. A wise Congress would have thought twice 
before enacting the law. An aroused public would not tolerate war profiteering. 
Whatever it is that “tis rotten in Denmark” is rotten five times. Life has become 
more complex since the days of Hamlet. This pyramid of demoralization brings 
to mind the words of Oliver Goldsmith, “Laws grind the poor, and rich men rule 
the law.” 

A PROGRAM FOR ACTION 


In conclusion there are certain measures which the members of this association 
can support in order to restore the principle that exeessive profits should not be 
drained from the people during a period of national sacrifice. 

First, we. should. all support the efforts of the Federal Power Commission. to 
formulate rules which will guard and protect the consumer. This the Commis- 
sion can do by purging the utility rate base of the plant investment which has 
been amortized through the tax certificate process. 

Second, we should all oppose H. R. 426, a bill introduced by Congressman 
Dondero, advocate of the utility corporations, whereby accelerated amortization 
might be applied retroactively to 1939. 

Third, we can all work for the repeal of section 124A of the Internal Revenue 
Code—a law which has carried many evil consequences in its train. 

If we can succeed in these three endeavors we will not only have served the 
interests of the electric consumers, but we will also have repaired the moral 
standards of the utility industry and established principles which cannot fail to 
strengthen our system of American democracy in its struggle against totalitar- 
ianism. 

When we wipe out the opportunity of using a period of warfare as a means of 
making profiteers we return to the conception that democracy was once something 
for which men fought, and that it must continue to reprwwent a belief in the moral 
equality of men and a ceaseless struggle to create a society in which such equality 
will be a living reality. 

These problems are not new. The same concern was ably expressed by the 
Committee on Progress in Public Utility Regulations in language which: was 
adonted by the 1940 convention of the National Association of Railroad and 
Utilities Commissioners in Miami, Fla. : 

“If the time should come for an all-out showdown between the United States 
and the totalitarian powers, there is but one thing that can defeat this country. 
That is the deep-rooted love of private pecuniary gain. Freed of this spirit of 
greed, democracy as it has traditionally flourished in this country is invincible.” 
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STUDY OF THE TAX AMORTIZATION PROGRAM 
(RAILROAD FREIGHT CARS) 


THURSDAY, JULY 28, 1955 


House or REPRESENTATIVES, 
SuscoMMITTEE ON LEGAL AND MonErary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., in the committee room of the 
House Committee on Government Operations, Hon. Robert H. 
Mollohan (chairman of the subcommittee), presiding. 

Members present: Robert H. Mollohan, J. Arthur Younger, and 
William E. Minshall. 

Also present: Jerome S. Plapinger, subcommittee counsel, and 
Curtis E. Johnson, staff director. 

Mr. Mottonan. A quorum being present, the subcommittee will 
come to order. 

The Subcommittee on Legal and Monetary Affairs of the House 
Committee on Government Operations this morning resumes its hear- 
ings on the rapid tax amortization program as it affects the railroads. 

The subcommittee has given special attention in the course of these 
hearings to goal 68, which calls for the expansion of the railway freight 
car fleet by 436,000 cars. 

In previous hearings, the subcommittee has heard Dr. Flemming of 
the Office of Defense Mobilization ; Commissioner Clarke, of the Inter- 
state Commerce Commission and the Defense Transport Administra- 
tion; A. R. Seder, a vice president of the Association of American 
Railroads; and Dr. Joel Dean, an economist and management con- 
sultant. 

This morning, at the request of Mr. Griffin, vice president of the New 
York, New Haven & Hartford Railroad, Dr. Charles Richards Cher- 
ington, a professor of the Graduate School of the Harvard School of 
Business Administration, will testify on the rapid tax amortization 
as it affects the railroad. 

Doctor, I understand you have a prepared statement ? 


STATEMENT OF DR. CHARLES RICHARDS CHERINGTON, PROFESSOR, 
GRADUATE SCHOOL OF THE HARVARD SCHOOL OF BUSINESS 
ADMINISTRATION 


Dr. Crrertnctron. I have a prepared statement which, unfortunately, 
did not get here in time. 
Mr. Mottonan. What do you mean by that? We have a prepared 
statement here. 
209 
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Dr. Cuerineron. This is at variance with what I sent through the 
mail. This one had to be telephoned. There were some changes. 

Mr. Motitonan. Do you feel, Mr. Cherington, that you did not 
have adequate time in which to supply the subcommittee with a state- 
ment of what you intended to testify to this morning / 

Dr. Curerrneton. It was mailed on Tuesday, July 26, night but, ap- 
parently, did not reach you. 

Mr. Mottonan. What I mean is, the statement that we have here 
which apparently is a copy of what you intend to testify to this morn- 
ing. You now say it is not an exact copy ¢ 

Dr. Currryeron. Iam afraid what you have is not what I have. 

Mr. Montonan. I see. Proceed. 

Dr. Currinetron. Could I read this 2-page statement ? 

Mr. Motitonan. Yes, sir. 

Dr. Curzineron. I appreciate this opportunity to appear before 
this subcommittee to express my ideas about this unusual, important 
subject. 

I am a professor of government in Harvard University, Graduate 
School of Public Administration. I am also a member of the Massa- 
chusetts Bar, and author of various articles and monographs on trans- 
ports “2 matters and at present, am a train consultant to the New 
York, New Haven & Hartford Railroads. Our railroads are the oldest 
major he “avy industry in our industrial economy. Their continued 
effectiveness is essential to the conduct of any major defense effort. 
After decades of relative prosperity of the railroads, they have passed 
through nearly a generation of what to them, at least, appears to be 
hard times. Many railroad men are reluctant at this point to make 
new capital improvements or even to spend funds for the replacement 
of obsolescent plant. 

To the surprise of many foreign observers, the American railroad 
system has remained under private management. This is perhaps 
the most notable exception of its sort in the world and a tribute to 
the careful and in many instances subtle balance which we have been 
able to effect between the profit motive on the one hand and govern- 
ment policies on the other. 

There are many reasons behind the reluctance of the railroads to 
make these capital improvements which would best fit them to meet 
the demands of the defense economy. I would be glad to explore 
some of these in greater detail if the members of the subcommittee 
so desire. However, the fact is that the rate of freight car orders, 
passenger replacements, CTC installations, and in my judgment par- 
ticularly, experiments with more economical motorpower, is not as 
great as the public interest requires. Quite possibly, accelerated amor- 
tization cannot provide a complete solution to this problem. But in 
my best judgment, the repeal of the accelerated amortization provisions 
would constitute a serious setback to the railroad industry and the 
defense economy as a whole. 

For example, on the New Haven, we are working under the leader- 
ship of a dynamic president, Patrick McGinnis. Although he is not 
a railroad man by training, he has a range of imagination and daring 
which gives promise of instilling new life into what unfortunately 
has been, in the past, a moribund enterprise. Under Mr. McGinnis’ 
leadership, New Haven is prepared to reequip the passenger service 
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virtually entirely with lightweight trains and new power at a total 
cost of between 40 and 60 million dollars. Mr. McGinnis also wishes 
entirely to revamp New Haven signaling system at the cost of approxi- 
mately: $50 million. He has further plans for improvement in freight 
motive power which would involve additional sums of very consider- 
able proportions. 

I do not wish to say we will undertake these projects simply be- 
cause accelerated amortization may be continued, but instead, acceler- 
ated amortization makes the financing and undertaking of projects 
of this sort more feasible. 

Of course, in the long run, under accelerated amortization, the 
company will have to pay the taxes. It is our hope, however, that by 
that time our operating costs will be sufliciently lowered so that we 
may both meet the needs of the defense effort and the public and the 
Director of Internal Revenue. I, myself. am not a railroad operating 
man, obviously, but I think I understand some of the motivations 
which lead these companies to make the decisions to undertake or not 
to undertake capital improvements most likely to affect their future 

capacity, and if the members of the subcommittee have any further 
questions, I shall be more than happy to do my best to try to answer 
them. 

Mr. Motionan. This subcommittee is somewhat at a loss this morn- 
ing because I had understood you were going to present to the com- 
inittee some very positive evidence, which would have a bearing on 
the tax amortization program. 

Dr. Cuertneron. Well Congressman, I have here a communication 
from the assistant comptroller of the New Haven, showing the projects 
upon which we have received amortization allowances, and in effect, it 
involves everything that has recently been bought. Also, the projects 
upon which we have applications pending. We have received allow- 
ances totaling $42,604,000. 

Mr. MoiioHan. What was that figure? 

Dr. CHEerInGTon. $42,604,000. 

Mr. Youncer. Is that the total price, or is that the depreciation 
allowance ? 

Dr. Cuertneton. As I understand it, that is what we have been al- 
lowed. You see, on each item we are allowed only a certain percentage. 
The ways at which they arrive at these percentages are somewhat be- 
yond me. 

Mr. Youncer. I mean, it is not the $42 million equipment cost? 
This is the percentage of depreciation that is allowed under your 
certificate ? 

Dr. Cuertneton. That is my understanding, Congressman. We 
have applied for $4,687,000 more. This includes Mr. McGinnis’ three 
new trains. He plans, he tells me, to order approximately 30 of these 
new trains after sufficient test period, and we are trying to rush, hurry 
through the test period just as fast as we can. 

The New Haven is a little different from most of the railroads in 
that we have substantial passenger revenues, and we are very anxious 
to fulfill our duties to the public in connection with continuing in the 
passenger business, and also, through technological advances, to see 
if we cannot make this pay. 
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Now, this, in Mr. McGinnis’ mind, involves these new trains. They 
can be financed by equipment trust certificates. As you know the cred- 
it of many railroads, including that of the New Haven, in terms of 
first mortgage bonds, is poor. We hope that by the end of the year 
3 of these trains will be running and within a matter of 2 or 3 years, 
I don’t want to exaggerate, but I think Mr. McGinnis would say we 
hope to be able to revolutionize this particular mass movement between 
the major centers of Boston and New York. I think we will do this 
anyhow, Congressman. 

Mr. Mottonan. That is the point I would like for you to dwell on. 

Dr. Cuertneton. I think we will do it anyhow, but I think if we 
whacked off this amortization thing—that is, if it is taken away from 
us—it will slow up the enthusiasm of our organization and more par- 
ticularly, of other railroad organizations with regard to new equip- 
ment. 

As an outsider, as a university professor coming into the railroad 
field on a part-time basis, I am impressed by the slowness with which 
these railroad people operate. Just to buy an engine, it seems to me, 
takes an awful lot of energy. I am not sure the professors could do it 
faster but they are clearly reluctant. One of the reasons they are 
reluctant is they had a lot of trouble, really, from 1931 on. Except for 
selected carriers like the C. & O., they did not make any money. They 
made a lot of money during the war, much more money on paper than 
many people realize, but it was taxed out of them awfully hard; and 
some of the carriers, I think, were not very wise in what they did with 
the money when they had it. 

The net result is that if you corner the average railroad man and 
say, “How about buying some new equipment,” he will give you 20 
reasons for not doing it. 

Now, Mr. McGinnis, like myself, is an outsider and I have seen 
the resistance spring up to his suggestions that we embark upon new 
courses, and the tax amortization helps, because when you turn to 
your accounting department, they say, “Well, of course, it is true that 
in the short run it will be easier to pay for this stuff.” Now, there are 
those—I can see this argument—who say, in the long run, we are 
going to have to pay this tax. In other words, if we succeed, as we 
hope to succeed and as McGinnis was confident, and I am confident, 
that we will succeed on the New Haven, we will be paying a pretty 
big tax in about 1960, but my own feeling is that, in an industry 
which has relativ ely declined, as has the railroad industry, you have 
to jack up the profit i incentive. A lot of them are discouraged people. 
If you read the trade press, if you read Railroad Age, you will think 
the end of the world is just around the corner. At ‘this point, this is 
hardly the point in which to remove this particular artificial incentive 
and it is an artificial incentive to capital investment. I am con- 
vinced—and this may sound presumptuous, and in a way it is pre- 
sumptuous—I am convinced by additional heavy capital investment, 
we can greatly reduce operating costs on the railroad. Take signal- 
ing, for example. The signaling on the New Haven, as far as I can 
make out. is not unlike that employed shortly after the administra- 
tion (-f William McKinley. There are certain yards that are gov- 
erned by CTC operations; and there have been improvements but 
there ale guys who really throw switches back and forth by hand. 
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This is quite unnecessary and it is very expensive in terms of many 
things. 

Now, somehow or other, through imaginative thinking, we have 
got to find some way to lower the unit cost. If not, we have a rail- 
road up in northern Vermont, the Rutland, in my country, which is 
just about to disappear, unless some fairly drastic steps are taken. I 
think this is very unfortunate in terms of economy because I think, 
basically, if we can bring modern operating techniques to bear here, 
and if we can invent new ‘operating techniques which are even cheaper, 
I think the railroad still can perform a very important role in con- 
junction with other common and private carriers. 

Mr. Motitonan. What I think you are saying is that this is a new 
concept, more or less, of railroad transportation, and the needs of 
the railroad equipmentwise, particularly. It is coming into being by 
reason of the presence of the new blood that is coming into railroad 
management. I can understand personally why, because of the ex- 
periences of the 1930’s, that transportation men in the railroad field 
would be somewhat reluctant to go overboard insofar as multiple 
millions in investments are concerned, but I think that the experience 
of the last 12 or 15 years—16 years, possibly, I should say—would 
certainly refute that and particularly, for a man with the background 
of Mr. McGinnis and others who undoubtedly are now coming into 
transportation management. 

Now, as to their attitude, it would be entirely different because their 
experience most assuredly would be somewhat contrary to the ex- 
perience of the 1930’s, and those charged with the tremendous re- 
sponsibility of carrying on the transportation system of the 1930"s. 

An important thing to me, Doctor, is what in your opinion is the 
actual impact of the tax-amortization program insofar as it concerns 
itself with financing and arrangements for making these improve- 
ments and almost revolutionary changes in technique, transportation- 
wise, that are necessary to put our railroads on a profitable basis, and 
I gather it is your position that it depends on the ability of the rail- 
road to modernize itself and streamline its operations, whether or 
not it shall be a profitmaking venture. I think by and large, that is 
your feeling. 

Dr. Cuertneton. I want to keep the railroads in private hands but 
not at any cost. I want to keep them in private hands if possible, 
by enabling them to pay their way. Now, in order for them to pay 
their way, it seems to me that we have to develop new technology and 
this involves very heavy capital installations. In the railroad, little 
men have got to decide whether to order the signals; whether to order 
these cars; whether to develop, for example, a new type of locomo- 
tive which will burn pulverized coal. I mean, we may be able to 
develop a locomotive which is cheaper than the diesel. 

Mr. Morionan. I say, I am entirely in sympathy with that 
research. 

Dr. Cuertneton. You don’t know, Congressman, how hard it is to 
get off that diesel. 

Mr. Motionan. I would almost be persuaded to urge liberalization 
of the tax-amortization program if you would devote yourself to a 
utilization of coal instead of diesel oil. 

Dr. Cuertnoton. I don’t want to get into controversial grounds. 
I am not an engineer. I don’t know whether it will work. Some of 








214 STUDY OF THE TAX AMORTIZATION PROGRAM 


them have fiddled around trying to find out whether it will work but 
it seems to me not very hard, when this really may be a question of 
life and death for the industry. 

I don’t want to boast about my boss, but he has some pretty radical] 
ideas. On many lines, clearly, we are going to operate without pas- 
senger service. Passenger service has been abandoned on many lines 
throughout the country. I don’t think you can carry out this McGinnis 
idea where there are passengers, but if it is only freight, it may be 
possible in the next 15 or 20 years to operate trains electronically. 
I know the brotherhoods don’t like this idea, but that can be taken 
care of another way, and I think to their satisfaction. 

This is an awfully revolutionary idea. Of course, if you talk to 
some old guy in the trainmaster’s office, he won’t like it. 

Mr. Motiouan. I must interrupt you because we are on the sec- 
ond round of a rollcall on the floor. Mr. Younger and I will have to 
go. We will recess for 30 minutes. 

( Brief recess. ) 

Mr. Motiowan. Will you continue, please ? 

Dr. Currineton. Congressman, I think we were talking at the 
recess a little bit about the possibilities for technological improve- 
ment in this industry. Some of them may sound a little bit extreme, 
such as for example, the operating of automatic trains. I think it 
will take a long time before we move into anything like that and I 
particularly don’t want to disturb the labor representatives with 
any immediate threats of that. 

In most industries as you know, the trend has been automatization. 
The overall growth in the economy more than compensates for the im- 
mediate loss of jobs. Also, the nature of the railroads is such that 
running trains around without people on them is a pretty frightening 
thought. We may very well not see it in our time, but what we may 
see is the handling of signaling well beyond the CTC kind of oper- 
ation and the improvement of motive power, either in terms of the 
type of motive power or the capacity of motor power, the points where 
we can greatly lower unit costs. 

The railroads in the long run, it seems to me, Congressman, have to 
be base prime movers of mass commodities. In this sense, we can 
never—we don’t want to—recapture most of the truck traffic, but as 
the economy grows, there will continue to be enormous quantities of 
this mass movement, and what we need is to put our plants in such 
shape as to be able to meet the demand for this mass movement when 
it comes. 

Now, in the case of a railroad like the New Haven, in addition to the 
movement of freight, there is also the movement of people in large 
numbers. This is a highly competitive business. I think Mr. McGin- 
nis has decided, more or less deliberately, that on certain aspects of 
the business, he is in no position to compete with the airlines, and will 
not attempt to. On the other hand, from what studies we have made, 
it appears that well over 90 percent of that traffic now moves by high- 
way in the private automobile. A great deal of this market, I think, 
may be available to railroad competition if we can improve our tech- 
nology and lower our rates. 

Frankly, I think the present ride between Boston and New York is 
not very comfortable, and hardly worth the price, but in a sense, I 
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would hate to be quoted on that. That is, I don’t think we are deliver- 
ing the goods in terms of quality of service, and economy of the prod- 
uct which we are selling. 

Now, this goes back to my original point, that what I think is im- 
portant is to encourage these people to think abont capita] improve- 
ments and to actually embark upon some of them. I think some of 
these ideas may turn out to be impractical but what we have had for 
a long time here, has been a tendency to resist capital improvements. 

I know the railroads through various agencies have boasted about 
their progress and they have made progress, but they have not made 
enough in comparison with the other industries in the country. 

Now, reverting to the actual subject at hand, accelerated deprecia- 
tion, this is a gimmick and in general, I am against gimmicks. I am 
against excessive depreciation of oil wells, subsidies to ship lines, ex- 
cessive airmail payments, and so on; but I realize as a student of the 
regulatory process, in many industries you have to embark on this 
and in any event, we have embarked upon it and before you upset a 
gimmick of this sort, you have to think carefully about the impact 
of the upset upon the particular industry in question and upon the 
related industries, too. 

Now in the case of the New Haven, Mr. McGinnis is a daring, and 
I think an imaginative fellow. I think he will proceed with his pro- 
gram of capital improvements even if you increase his income taxes— 
corporate-income taxes, 

Mr. Motionan. How long has Mr. McGinnis been president ? 

Dr. Cuertneton. Since March of 1954. 

Mr. Motitonan. What business was Mr. McGinnis engaged in be- 
fore ? 

Dr. Cuertnetron. After graduating from St. Lawrence University, 
he became a runner and reader of securities analyst in Wall Street. 
He later became a member of the New York Stock Exchange. He 
later was president of the Central of Georgia—chairman of the board 
of the Central of Georgia. Before that, he participated and led in 
the reorganization of the Norfolk & Southern. He is a security man— 
a Wall Street man. 

Mr. MoxioHan. One of the Robert Young school; is that it ? 

Dr. Cuertneton. I would not say that. He impresses me as being 
a little bit different from Robert Young. His father wasa section hand 
on the New York Central Railroad, and he is a very down-to-earth 
person; but he comes from Wall Street and he has been criticized by 
some of our proper Bostonians because of his origin, and I am frank 
to say—and I think he would be frank to say—that his administra- 
tion is on trial in the New England area. 

We have had a hard time with the railroads up there, you know, for, 
well, since the Mellon regime 50 years ago, but I am confident that 
it is going to turn out well. 

Mr. Motitonan. Do you mean you have a hard time railroadwise ? 
Is that what you are talking about ? 

Dr. Cuertneton. Yes. Yes. You know, one of the last of the old- 
fashioned barons was a man named Charles Mellon, who was put in 
the New Haven by the Morgan interests. Then he proceeded to buy 
up the Boston & Maine in a somewhat not-too-nice way. He used a 
local coal dealer as a straw. 
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This was criticized; but his real offense was, to my mind, that he 
wasted a lot of railroad money buying streetcars and steamboats. He 
used New Haven credit, and he was then reviled as a monopolist ; and 
after a period of time, was forced out of the New Haven. People tried 
to draw an analogy between McGinnis and Mellon but this, I think, 
is at variance with the facts, partly because the railroads are very much 
less important in New England in the transportation picture fhan 
they were in 1900-1910. We have a very much smaller part of the 
total pie. 

I don’t know what particular line you would like me to pursue in 
continuance of this. 

Mr. Motiouan. Well, we are very much interested in having the 
benefit of your observations on any phase of this operation. 

Dr. Cherington, you are appearing here this morning at the request 
of Mr. Griffin and I felt that you very definitely must have something 
of a positive nature that you felt would be helpful to us. For that 
reason, we have not developed any line of questioning which we ex- 
pected to explore with you, so as I said in the beginning, we are in 
a somewhat unusual state of being at the moment. 

Dr. Cuertnetron. I can appreciate that, Congressman. 

I would summarize what I have to say in this way. If you leave 
us with this tax-amortization benefit, this company and other com- 
panies similarly situated, are more likely—not certainly, but more 
likely—to continue with the kind of technological experimentation and 
capital improvement which will make them more useful to the defense 
economy of the country. 

Mr. Motionan. I think your feeling is that there is a definite re- 
luctance on the part of the hierarchy of railroad management to enter 
into any radical improvement involving the expenditures of millions 
of dollars, even billions of dollars, under the tax-amortization program. 

Dr. Cuertneton. That is correct. 

Mr. Motxionan. But in order for them to stay in the transportation 
field and be competitive this must be done, and you feel also that while 
the tax-amortization program is not, in itself, the full answer to the 
question, it is definitely a stimulant, and an acceleration of pressures 
which are being brought to bear and would be persuasive in the mak- 
ing of the final decision by the board of directors of any railroad ¢ 

Dr. Cuertneron. I think that is a very useful summary. If I may 
add one thing: Let me point out on New Haven, with passenger equip- 
ment we now have, it is standard equipment and the old Dumaine 
management bought a lot more equipment after the Second World 
War. If these new trains work, that old equipment is going to become 
obsolete overnight, even though it will not wear out for 30 or 40 
years. This puts us in a very difficult position. It puts the comp- 
troller in a very difficult position; and if we have this gimmick—and 
it is a gimmick—I think it is going to be easier to get the radical 
McGinnis program of new trains through the board of directors; 
through the personnel of the railroad. 

Now again, I don’t think that this gimmick is the be-all and the 
end-all of Federal railroad policy at all. I think we could lose this 
and probably still survive. I do think the Congress has to consider 
the future railroad policy and I know it is a dull subject, but you 
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have to consider the point at which all of this stuff is going to have to 
be taken off. 

Mr. Mot1onan. I don’t think there is anything dull about railroads 
or railroad history. 

Dr. CuertneTon. I know it is dull to some people. I am glad you 
share my enthusiasm for it. 

Mr. Motxonan. I think it is very definitely one of the most inter- 
esting of subjects insofar as the development of this country is con- 
cerned—the entire development of this country in every way. I think 
it isa very fascinating subject, personally. 

Dr. Cuertneton. Well, now, these carriers up there, they are mak- 
ing a little money on their stock but you have to bear in mind their 
stock is the result, in the case of the New Haven, of a big financial 
reorganization. The Boston & Maine has been through three polite 
reorganizations which, to put it gently, has involved an appropriation 
of security loans; and so, when you see six and eight dollars a share, 
it doesn’t mean much either dollarwise. or in terms of long-run invest- 
ment policy. Our first-mortgage bonds on the New Haven are selling 
at 80. The B. & M. bonds are 2 and 3 points higher. Now, that is 
not good, particularly since the B. & M. bonds are going to have to 
be refunded by a $40 million issue in 1960. 

Mr. Mornonan. Doctor, did the McGinnis management come into 
being in the New York, New Haven & Hartford by reason of a reor- 
ganization, or by reason of an act, or a series of acts, similar to the 
Robert Young venture into the railroad field ? 

Dr. Cuertneron. It was a proxy fight. 

Mr. Motitonan. Similar tothe Young situation ? 

Dr. Cuertneton. Not quite, 1 would say. I was not then connected 
with Mr. McGinnis. 

Mr. Motionan. It came about as a result of general unrest and dis- 
satisfaction of the stockholders generally, of the New York, New 
Haven & Hartford ? 

Dr. Cuertneton. Perhaps I could explain my understanding of 
this, because it is rather an interesting story. The New Haven went 
into bankruptcy in the thirties under section 77 of the Bankruptcy 
Act, and the lawyers milled around with it, and they had a very com- 
plicated divisional bond situation. It finally emerged from bank- 
ruptcy as a reorganized company in the late forties and the controlling 
interest was bought by Mr. Dumaine, Sr., who is now deceased, but was 
once one of the barons of New England. When he died, his son, Buck 
Dumaine, took over, and many of the new stockholders who were, I 
think it is frank to say, people who had held junior bonds—they got 
common stock instead—were dissatisfied because they were not get- 
ting any money, and they turned to McGinnis, as I understand it, and 
said, “Won’t you organize an assault on this guy and give us a better 
management”; and McGinnis said, “Yes, I will do this if you will, in 
effect, give me a mandate for a reasonable period of trial to see what 
we can do.” There was then a proxy fight and it was a very tough one, 
and McGinnis came in, in either late March or early April of 1954. 

Mr. Motxionan. How important a part did the banking interest play 
in that? I mean by that, groups that controlled large blocks of stock ? 

Dr. Cuertneron. I am not sure that many banks own much stock 
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in the New Haven now. I think most of the banks that held bonds and 
cot stock in exchange, found it expedient to dump the stuff. 

Mr. Motitouan. You understand, when I make a reference to banks, 
I am not speaking about banks in the traditional sense—holding com- 
panies and other groups as well. 

Dr. Crerineron. It is my understanding that three large stock- 
holders from Canada initiated the move to assist McGinnis in instigat- 
ing the proxy fight. The Boston banks in general have been hostile 
to McGinnis and this has been one of our difficulties. 

Mr. Motiouwan. They have a prominent interest in the railroad ? 

Dr. Cuertnetron. I think they would like to think that they have. 
The First National Bank of Boston is a very old institution, and the 
er Colonial Trust Co. is an old and very large fiduciary institution. 

I don’t think they own many tickets. That is, I don’t think they hold 
many securities in the railroad, 

Mr. Motxonan. Do they hold large blocks of stock ? 

Dr. Cuertneron. They do not. 

McGinnis himself owns some stock in the New Haven but he does 
not own the property in any sense of the word at all. 

Mr. Motionan. Well, Doctor, do you agree with me that in order 
for the railroad to continue to occ upy—and by using the word “con- 
tinue,” I don’t mean that they have in the full sense occupied to the 
extent of discharging, you might say, their obligation—but do you 
think that in order for them to continue to occupy their position in the 
transportation field, it will take more or less of a revolutionary change 
in thinking of railroad management 4 

Dr. Cuertneron. Well, Congressman, you must not frighten the 
other railroadmen. 

Mr. Motionan. That is what I gathered from what you said; there 
must be a new concept of expenditures as related to needs. 

Dr. Crertnetron. Well, I will put it bluntly. I am not sure Pat 
McGinnis would like it put this way. I think there has got to be some 
important changes in railroad management. 

Mr. Motionan. In the Wall Street Journal this morning, there was 
a statement to the effect that the president of the Southern Ruiilroad 
stated that to a large extent the increased earnings of that railroad 
were attributable to the modernization of its facilities which had been 
undertaken in recent years. 

Mr. Cuerrneron. Well, I am very much in hopes that some of che 
“old line” railroadmen can institute the sort of capital improvement 
that will lead to that kind of savings. It takes time. Sometimes the 
savings don’t show up for 3 or 5 years. Sometimes they show up very 
quickly, but if the “old line” railroadmen don’t do it, we will have to 
get some new ones, or the Congress will have to face the prospect of 
taking this stuff over on an ashean socialism basis, which I think would 
be very unfortunate. 

Mr. Motionan. I don’t have much sympathy for such a thought as 
that. 

Dr. Cuertneron. If the trains stop running, you don’t have much 
choice. 

Mr. Motionan. I don’t think we are scraping the bottom of the 
barrel to that extent. I think, though, that insofar as our modern day 
transportation, we are a generation behind. 
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Dr. Cuertneton. I think that is a fair statement. 

Mr. Mouionan. I think the prospects are that we paid to continue 
to be a generation behind. 

Dr. Cuertneron. I think that is too bad. 

Mr. Motxonan. I do too. I don’t think the end result of it would 
be the socialization of railroads. 

Dr. CuerineTon. But don’t forget the Rutland. They are literally 
getting to the point where they don’t have the money to pay for diesel 
oil. 

Mr. Mottonan. What is happening, very probably, is the impact of 
modern-day competition through highw: ay transportation, and their 
failure to modernize and keep pace with the demands of rapid trans- 
portation is resulting in the trucking companies taking their freight 
business away from them. 

Dr. Cuertncron. I think that is true, Congressman, but you also 
have the question as to whether—this is, I mean, interminable. You 
can get in a tremendous debate on this, as to whether the truckers who 
use the highways of Vermont are really paying the allocated costs of 
using the highways of Vermont. There are a lot of farmers up there, 
who have little signs they hang on their trucks, saying, “the J. D. 
Zilch Common Carrier Trucking Co. There is nobody here but us 
farmers, carrying oranges from Florida.” You find them, in effect, 
bootlegging common carriers around the highways of Vermont. 

This is a fairly serious problem, and I think the Rutland is a very 
minor matter, but I think it is indicative of the piecemeal decline of 
some of these carriers. 

I published a dissertation in 1948 which has a gloomy title. It is 
called the Regulation of Railroad Abandonment. Mileagewise, there 
has been an awful lot of this. Some of it was justified, I think; some 
of it, I think, was unnecessary. 

Mr. Motionan. Of course, the only way to meet competition is not 
by regulation or seeking unequal tax advantages, but by moderniza- 
tion, which is what I think we are devoting ourselves to he re. 

Dr. Cnertneton. I agree, sir. I think the railroad industry as a 
whole has complained too much about “how unfair” people are to 
them, instead of going on and seeing what about putting in a new 
signal system. 

Mr. Motiowan. May I interrupt a minute? I think the proof of 
that statement lies in the fact that those companies that have mod- 
ernized in the last few years, and have taken advantage of the tax 
amortization 

Dr. Cuertneton. You mean railroads like the Southern ? 

Mr. Motionan. Yes; and the increase in revenues helped increase 
net earnings, and they have plowed those earnings back into new facili- 
ties, and new engines and all those things that | go for making up the 
modern-day transportation sy stem—those are the companies ‘that are 
profitable today. 

Dr. CuertNeton. I think you are right, Congressman. 

Mr. Motionan. Excuse me for interrupting you. Go ahead. 

Dr. Cuertneton. Again, you get back to the question of motivation. 
If this gimmick is pulled out from under us now, I think a few aggres- 
sives, like McGinnis, will go ahead anyhow but what I really would 
like to see—I don’t think McGinnis can carry the industry—I would 
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like to see this left in such a way as to encourage the others. Now, I 
think, in point of fact with this, the railroads are not ordering enough 
freight cars, but there are a lot of reasons behind that. 

Mr. Motionan. You know, our concern, Doctor, is not the fact that 
tax amortization is a reality. A reality that may or may not continue, 
but our immediate concern is that the railroads have not been imagina- 
tive enough to use it. That is our complaint. They just have not met 
their goals. 

Dr. Cuertneton. This is one of the subtlest problems in Govern- 
ment regulation. How does the Government regulator—in this case, 
the Congress—rejuvenate a relatively moribund industry ? 

Mr. Motxtonan. I think it has been demonstrated here, that tax 
amortization represents approximately 25 percent of the need. 

Dr. Cuertneton. Yes. 

Mr. Motxionan. It is about 25 percent of the immediate financing 
necessary to put a car or an engine or what-not on the road; or at 
least, make the new facility available, whatever it may be; whether it 
is a truck or a railroad car. I accept the 25 percent as a considerable 
contribution, even though it may be only temporary, for a period of 5 
years. Then you go in an accelerated repayment, but actually, that 
repayment is spread over a period of—28 years is the life of the unit— 
then it is spread over a 23-year period, it is a considerable contribution. 
Possibly in the final analysis, it means much more to the railroad or 
to the company using it than the 25 percent immediate assistance might 
suggest. 

Dr. Cuertncron. It is not an easy question. 

Mr. Morionan. I can see this thing could be tremendously impor- 
tant to the railroad, and I am amazed they don’t use it to a greater 
extent. That is the complaint of this subcommittee, as I interpret the 
subcommittee’s interest. 

Dr. Cuertneton. That is what I want to tell you. In conclusion, 
McGinnis wants to spend a lot of money on this equipment. It is 
tougher than you think because, for example, suppose you plan to 
spend $50 million on signals. You have to get your local organization 
lined up to a degree where that signaling i is O. K. Suppose in the 
meantime, a train goes off the track, as unfortunately happened to us. 
McGinnis has got to take the rap whether it is his fault or not; or 
may be asked to take the rap. Now, this helps us. I think your 25 
percent estimate is probably correct, "Congressman. I think that is a 
very fair statement. 

Mr. Motitonan. This has been more or less what we gleaned from 
the various statements. 

Dr. Cuertnoeron. It depends partly on what they give you in terms 
of percentage—percentage allowance on the capital sums. 

Mr. Motitowan. Approximately 85 percent, I think, is what it was 
based on, if that is what you mean. 

Dr. Cuertneron. You see, we have had 85 percent on some. On 10 
locomotives, we had 55 percent. On CTC we had 40 percent. I think 
logically, that is correct. 

Mr. Mortonan. We were talking about railroad freight cars which 
is rated at 85 percent, as I recall. 

Dr. CuertneTon. According to my information, he had 550 gondolas 
at 70 percent. 
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ow, I Mr. Motxionan. That is not in the current program. That is in 
ough the program that preceded this one. The one we are using is 85 per- 
cent. The one we were using previously is 70 percent. That is my 
t that recollection on it. I think that is correct but the testimony we had 
tinue, was given to us by Mr. Seder, vice president of the American 
eina- Association of Railroads and he was addressing himself particularly 
% met to cars at a rate of amortization of 85 percent. 
Dr. Cuertneton. Well, my hope is, Congressman, that you will 
yvern- give my boss a chance to go ahead and institute the kind of program 
5 Cane, of capital improvement that he has in mind. 
Mr. Mo.ionan. We just hope that your boss can extend his influence 
ut tax into the other railroad systems. Of course, I know that is a very 
difficult thing. He is having difficulty, perhaps, with his own board 
: of directors. 
mincing Dr. Cuertneton. He is not having difficulty within the New Haven 
or at board of directors. The help is another matter. 
ther it Mr. Motionan. I see; but our interest here is in seeing that the 
erable program is utilized to a greater extent, and the end result is the reach- 
rd of 5 ing of this goal. We are talking particularly about the goal of freight 
y, that cars, which is 436,000, dating from the establishment of the goal in 
unit— 1950. We are seeking to see that that is accomplished, and our con- 
yution. cern is that it has not been. 
oad or Dr. Cuerineron. If I may presume, you really are suggesting, 
might Congressman, that I go back and tell Mr. McGinnis to hurry up? 
Mr. Motionan. To get in there; yes. 
; Dr. Cnertneton. I will be glad to do that. 
impor- Mr. Motionan. That is exactly what our concern is. I think Con- 
sreater gressman Younger joins me in that thought. Our interest here is in 
ret the stimulating to the extent that it will be possible for the railroad fleet 
: to meet its goals, and meet its objective of being able to take care of 
‘lusion, what our needs may be, transportationwise, in the event of a major 
It is mobilization. 
olan to Dr. Cuerineron. I very much appreciate your saying that, and I 
ization assure you that I will be talking to Mr. McGinnis within the day about 
in the it. I feel that in an organization of this sort, one of the great dangers 
d to us. is delay. There are 14,000 people, and there are many ways of wasting 
not; or time. Not buying a locomotive; or not buying a signal: or by not 
your 25 instituting a new program. I think we ought to hurry up. 
hat Is a Mr. Youncer. Doctor, I have been very much interested in some 
of your stories about the barons of New England. I thought they 
d from were passed, but apparently, you still have some. 
Dr. Currtneron. I am not aware of any, Congressman. 
n terms Mr. Youncer. You referred to them just recently before the change 
in administration that you had. 
t it was Another remark that you made was very interesting to me. 
Dr. Cuerinctron. Do you mean Mr. Dumaine, Sr. ? 
On 10 Mr. Youncer. Yes. 
I think There is testimony before the subcommittee that New York, New 
Haven & Hartford Railroad is what is termed a “bridge railroad,” 
's which and as such, did not own in its own right, many cars. 
Dr. Cuerineron. That is correct. 
ondolas Mr. Youncer. Do you know how many freight cars or gondolas 


they own ? 
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Dr. Cuertneron. No, Congressman. I can obtain that information 
for you. It is my impression that we are relatively poor on cars, 
and many of us feel we should buy more cars. 

Mr. Younecer. In other words, you have here 230 flatears and 550 
gondolas and you do not know or do not have the figures here as to 
what percentage of increase in car ownership = would give you 
when you complete the purchase of that number of cars ? 

Dr. Currtneron. No, I do not, Congressman. 

Mr. Priaprncer. I may be able to help you, Mr. Younger. We have 
the car-ownership figures for the period from 1950 through 1955 and 
at the beginning of the period, there was 8,316 cars. “As of July 
1, 1955, there were 7,999 or a net decrease of 317 in that period. In 
1951, the net increase was 91 vars, after the purchase of the 780, but 
that 780, incidently, did not necessarily indicate that those were cars 
installed in that year since the certificate was only issued in 1951. 

Dr. Curertnetron. There is a mild plea in mitigation of that, that I 
could enter here, to the effect that when McGinnis took over the road, 
there was an awful lot of old hardware on wheels. I don’t think we 
have done our part, but we have done better than you might think 
from the figures. We have some parlor cars that are older than I am. 

Mr. Youncer. The figures that you have there, are those cars of all 
types or just freight cars? 

Mr. Piarincer. Revenue freight cars. 

Mr. Youncer. Of all types? 

Mr. Puaptncer. Freight cars of all types, right. 

Mr, Youncer. 780 are in this list. 

Mr. Praprncer. In 1951. 

Mr. Youncer. Well, this just shows the authorization for amorti- 
zation; but the list shows 780 cars, of which 230 are freight cars and 
550 are gondolas, 

Mr. Prarincer. We have that breakdown on the certificates. 

Mr. Youncer. But they did not show much of an increase, of course. 

Mr. Piarincer. Do you mean from 1950 to 1955? 

Mr. Youncer. They showed a net loss of cars during that period. 

Mr. Piarincer. That is right; 317. 

Dr. Cuertncron. Insofar as I have a defense, it is that these are 
newer. 

Mr. Youneer. Yes. That is true. You have made a study of rail- 
roads. It has been reported that during World War II, that the rail- 
roads handled 97 percent of all of the organized military travel and 
90 percent of all military freight. Do you think that that is an ac- 
curate statement ? 

Dr. Cuertnetron. I don’t know, Congressman, but it would sound 
to me that it was a bit overenthusiastic. I would say if they handled 
that, much of it was not very good management in the Transportation 
Corps. 

Mr. Youncer. Well, that is the figure given by Maj. Gen. Paul F. 
Yount, Army Chief of Tr ansportation. 

Dr. Cuerineron. Certainly the railroads played a dominant role in 
the transportationwise phase of the defense economy. Those figures 
stagger me a little bit, though. 

Mr. Youncer. Those are the figures that he gave us. Do you con- 
sider that railroads as such are “able to expand their facilities for 
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handling freight and traffic more easily and more readily than other 
forms of transportation / 

Dr. Cuerineton. Well, that is a difficult question. I think that 
they can expand more rapidly, for example, than certain kinds of 
water carriers where you enn to begin from scratch to put in your 
terminal installations. Also, a great deal depends on railroads versus 
railroads. Is there slack yard capacity. Is there a CTC installation 
which will permit an increase in the trade movement over a given 
line. I think that we will have a great deal of difliculty if we have 
a real defense emergency, in expanding the American railroad ca- 
pacity sufficiently to meet the situation. Also, a lot will depend, if 
we had an emergency of that sort, whether rubber tires are available. 
Last time, we were caught on this tire business. Now, last time, if 
we had had plenty of rubber and gasoline, both of them rather un- 
likely contingencies, the strain on the railroads would not have been 
nearly as great. Again, something depends on how much you clamp 
down on the railroads. ODT Order No. 1 made quite a lot of differ- 
ence. This was, as I understand it, an order forcing more nearly full 
load capacity of freight cars in general use. Railroads are separate, 
competing enterprises, and they get selfish and frequently, they will 
send out a car, very likely laden for competitive reasons. One of the 
ways you can increase capacity is to crack down on them, but that is 
against the law, so that I would say it was very difficult to give a 
simple answer to your question. 

Mr. Youncer. Do you advocate more regulations on the part of 
Government ? 

Dr. Currtneton. Not now, no. I advocate, as far as the railroads 
are concerned, a relaxation with regard to their capacity to compete 
and secondly, the kind of encouragement that the Congressman was 
talking about: The encouragement of enterprise. I know this is a 
very arrogant sort of thing for a professor to put forward. Never- 
theless, I believe that the success of the undertaking depends to a 
great extent on getting more men like McGinnis in command, in a 
position to make decisions and creating an environment in which they 
will make the decisions to continue with the capital improvements. 

Mr. Youncer. Another question on railroads in general. Do you 
think that railroads are so organized that they can increase their 
capacity without the use of the strategic material and manpower 
more rapidly than any other type of transportation ? 

Dr. Cuertneton. Well it depends on what materials are in critical 
supply. You cannot have more freight cars without steel. You can- 
not have more trucks without lesser amounts of steel and aluminum 
and rubber. Now, this is your crucial factor. I think you would 
have to be actually confronted with a situation, a specific defense sit- 
uation, to answer your question in forthright fashion. My own feel- 
ing is that we ought to have enough slack in all aspects of the trans- 
portation industry and particularly in railroad trucks and air so that 
we will be able to pull through. 

Mr. Youncer. I think if you will go back and check the figures, 
you will find that in the Second World War, the railroads had in- 
creased their capacity. 

Dr. Curertneton. They did. 

Mr. Youncer. For handling freight and general transportation 
more rapidly than any other form of transportation, and with less 
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use of strategic material, steel, gasoline, diesel, than any other form 
of transportation. 

Dr, Cuertneton. I think you are right about that, Congressman, 
but I think you have to remember the followin factors: 

One, there was a considerable underuse of capacity at the time. 
Let’s say, 1939, 1941, 1942. The trucks did not have a chance to ex- 
pand because they could not get any rubber or gas. So it is not really 
a fair test of relative capacity to expand. 

The AAR, the private car people, know that if there was a break- 
down this time, it was their finish, and they rallied behind the ODT, 
which is a very interesting outfit and they put on things like ODT 
Order No. 1, and they pulled through by a combination of relative 
velvet- gloves regulations, combined with collective self-help. I think 
the railroads did a remarkable job and I think it is possible to pro- 
ject—you are perfectly correct—it into the future, and say probably 
the railroads could expand more readily in another emergency than 
any other form of transportation; but you have to consider these other 
factors. If we had plenty of rubber and gas, I think you would ex- 
pand truckers quite a lot. Ihave seen these jackleg truckers cover the 
highways up North, with obviously illicit operations, but in a very 
enterprising way. 

Mr. Youncer. That is, if they had the highways. 

Dr. Cuertneton. Yes. I know there is a little problem about that. 

Mr. Youncer. Well, you made the statement that if we were called 
upon now for mobilization, you felt that the railroads would be mate- 
rially short of the demands upon them. 

Dr. Cuerrtneron. I think there is less slack today than there was in 
a comparable period, let’s say, in 1939 and 1941. Now, that is partly 
because we are operating under conditions of relatively full employ- 
ment. We are operating full blast with the stuff coming out of our 
ears; and it is partly because a lot of this old junk which was put to 
use for the last emergency, has gone to the scrap heap. However, I 
don’t think that we should sound the knell of doom at this point. 

Mr. Youncer. Well, speaking of your own road, do you consider 
that your own road today is more capable of handling an expanded 
demand on it for traffic than it was in 1940? 

Dr. Cuertneton. Do you mean, could we expand in a comparable 
rate? 

Mr. Youncer. No. I say, is your railroad today, with its equipment 
and the new equipment that is on order, in a position to expand and 
meet the needs of mobilization better today than it was in 1940? 

Dr. Cuertncton. Not better. We do the best we can but I don’t 

think we would do as well. 

Mr. Youneer. I think all of your good remarks about your new 
president, then, rather fall by the wayside, and the remarks about 
barons, probably. 

Mr. Motiowan. We will admit, it was fine publicity. 

Mr. Younger. That is right. It looks good in the record but I was 
hopeful you would follow “through and indicate that your railroad 
today, with all of these facilities, was in a little better shape than it 
was in 1940. 

Dr. CuertncTon. It is in better shape, but our capacities are rela- 
tively more taxed. Even New England, poor, miserable New England, 
is booming, and this means we have less slack. 
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Mr. Youncer. You know, I don’t like to build a record here in this 
file of such words about New England. I have a fine, wholesome re- 
pect for New England, and to call it poor and—what was the other 
expression ? 

Dr. Cuertneton. That was a cover story. 

Mr. Youncer. Well, I still believe your president, if he were here 
today, would state that your railroad today was in a better position 
to expand its facilities and carry a greater capacity than it was in 1940 
or at the time of Pear] Harbor. 

Dr. Cuertneron. I see what you mean. If we could order the equip- 
ment. 

Mr. Youncer. No. I am talking about your equipment that you 
have today. 

Dr. Curertneron. Do you mean the stuff we have on the line? 

Mr. Youncer. Yes; and that you have ordered so far, and the con- 
dition of your railroad today is in a better shape, because it had been 
under receivership in 1940. It has been under receivership for a num- 
ber of years. It had, probably, poor management, and after all, the 
capacity of these cars to move and haul freight depends a lot on the 
management of the men that are handling those cars. 

Dr. Cuertneron. Well, let me just say this: I think the condition 
cf the tracks is better than it was in 1939 and 1941. I think the con- 
dition of the motive power is better. The equipment is not as numer- 
ous. The acid test would be whether we could get additional equip- 
ment fast enough to maintain the rate of expansion that we went 
through in the World War II period. 

Now, I am a conservative guy, and I would say my honest guess 
would be that we would have to get that equipment awfully fast. 

Mr. Youneer. You go back all the time to the capacity gaged totally 
by or solely by the number of cars. 

Dr. Cuertneton. No. 

Mr. Youncer. And I believe that with the modernization of the 
roads, the medernization of the locomotive power, the modernization 
of the yards that assemble the freight trains, that the capacity—the 
carrying capacity—of the road may be materially increased, even if 
it did not have mcre freight cars. 

Dr. Cuertneron. I think you are quite right, Congressman. 

Mr. Youncer. But a better and more intelligent use of those cars? 

Dr. Cuertneton. That isright. Iagree with you. 

Mr. Youncer. Your testimony however does not go along that line. 
\ ou don’t seem to go along with your college man Dean, who appeared 
before us from the university—not Harvard. 

Dr. Cuertneton. Which fellow? Joel Dean? 

Mr. Youncer. Joel Dean. Yes. The two of you do not seem to 
©gree as to your conclusions on this problem. 

Dr. Cuertneton. I know we don’t agree. 

Mr. Youncer. Yes. 

Dr. Cuertneton. On that particular point. 

Mr. Younvrr. Which leaves the poor Congressman rather in a con- 
fused position, when being advised by the intellectuals 

Dr. Cuertneton. But it is hardly a novel situation. 

Mr. Youncer. No. Weare used to that position. 

That is all, Mr. Chairman, 
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Mr. Morzonan. Of course, I think you accept as we do, that the in- 
tent of Congress in creating this tax amortization program was that 1t 
should put our industry, of which transportation 1s a very important 
part, in a position to meet any emergency requirement that we might 
be called upon to face. 

Dr. Currtneron. That is right. 

Mr. Mortonan. From what you say now, and what you just said 
to Congressman Younger, I gather regardless of the fact that the 
New York, New Haven & Hartford has availed itself of tax amortiza- 
tion in several instances, they are in no better position today to cope 
with the demands of the mobilization effort than they were 16 years 
ago at the beginning of World War IT. 

Dr. Cuertneton. We are a lot better off in 1948 to 1951. 

Mr. Motionan. We are not talking about that, necessarily. 

Dr. Cuertneton. Sixteen years ago, we had this large plant which 
had been built up during the tw enties, and which was as a result of 
the depression, to a very considerable extent, unused. 

Mr. Motionan. But in the last 5 years 

Dr. Cuertneron. Even New England has been booming. 

Mr. Motionan. Yes; but do you feel in the last 5 years with this 
tax-amortization program that the New York, New Haven & Hart- 
ford has expanded its facilities and its ability to meet. mobilization ? 

Dr. Cuertneton. Yes, sir; and the proof of that is this list of stuff 
upon which we received amortization certificates. 

Mr. Motitonan. Of course, what we have to do is direct our thoughts 
relatively, according to our records here. We have only 1,140 new 
ears and I am speaking now directly of freight cars that have been 
placed in operation in the 514-year period ending July 1; and during 
that period, 1,457 had been retired or a reduction of 317 cars. 

Dr. Cuerrneton. Well my answer to that is, Congressman, I think 
we ought to buy more and faster. I agree with your original sum- 
marization that the objective of this program should be to get the 
railroad managements to make capital improvements rapidly. 

Mr. Motxronan. Then you are agreeing with me? 

Dr. Cuertncron. I do not necessarily adopt everything that the 

railroad industry has done or everything that the New Haven has 
done, because I don’t think we move as fast as I, personally, would 
have liked to, and I know we have not moved as fast as Pat McGinnis 
would like to. 

Mr. Motionan. Doctor, of course, as we stated a while ago—and 
I think you accepted that thinking—the intent of the Congress was 
to expand our needs, looking toward a national emergency. 

Dr. Cuertnaton. Yes. 

Mr. Motionan. And actually, so far—in many instances—as I am 
concerned, personally, and from the analysis that I have made of the 
situation, the end result of this program has served no other purpose 
than to increase the current net earnings of the various railroads in 
many instances. In fact, in practically all of the instances that I 
looked into. 

Dr. Cuertneton. You have to bear in mind in that connection, we 
have not paid dividends, so nobody made off with the money we 
allegedly made. But you "have to consider where we would have been 
without this—whether we could have made these old guys buy even 
the equipment we have made them buy. 











he 
as 
ld 


11S 


id 


as 


m 
he 
se 
in 


we 
we 
en 
en 


STUDY OF THE TAX AMORTIZATION PROGRAM 227 


Mr. Motionan. That may be true, Doctor, but actually, when we 
become a part of and take advantage of this tax-amortization pro- 
gram, don't you think there is implied at least, an obligation on the 
part of the railroad to meet this goal—this objective ¢ 

Dr. Cuerrneton. Yes. 

Mr. Motionan. Of course, tolerance is placed in here, in establish- 
ing a base of 436,000 new cars. There were tolerances placed in there 
with reference to replacement, in that only 194,000 of this 436,000 goal 
were actually numerical additions to the car fleet; 240,000 cars were 
in effect replacements of units which were expected to be retired. So 
it seems to me that for any railroad to say, to come here and say to us 
and to the Congress that, “We have fulfilled our obligation in that the 
relationship between our retirements and our new additions are in 
direct relationship to the 240,000 to be replaced in the 436,000 goal as 
it relates to the 194,000 new units which were to be, in effect, expansions 
of fleet” and in order, for the railroads to be in good faith, when they 
come before us, and say, “We have fulfilled our obligation,” they 
would have to direct their testimony, it seems to me, to that relation- 
ship. 

Dr. Cuertncron. What I am saying is that my railroad has not 
bought enough cars. 

Mr. Motzonan. I think we repeated that. 

Dr. Cuerrneton. [ agree with you. 

Mr. MotLonan. Commissioner Clarke, a member of the Interstate 
Commerce Commission, in his testimony here expressed the thought 
and personal opinion that in order for the railroads to expand, it 
would be necessary for them to be in a better position financially, and 
his idea with reference to placing them in that stronger position 
financially was for the regulatory bodies to increase their freight rates. 

Do you subscribe to that ? 

Dr. Cuertneron. No, sir. Now, I am not sure that I would necessa- 
rily disagree with that on the particular freight rate increase; but in 
general, I think the railroads are in competition with the trucks, and 
I think we are pushing on the ceiling. I think if we get much higher 
freight rates, we are going to lose more and more business to the high- 
ways, particularly to the private carriers. 

Mr. Motionan. I certainly agree with that. It seems to me that 


what you said here, is you have to reduce ton-mile transportation costs. 


That is the way I feel. 

Dr. CHERINGTON. We have to reduce passenger-mile cost. 

Mr. Motionan. There is no better way to do it than by moderniza- 
tion and streamlining your operations through the use of new and 
better equipment. 

Dr. Cuerrneton. I think that is the only way, Congressman, and 
you take these new trains, it may be that we can reduce passenger-mile 
cost. You see, we have a pretty big passenger operation. Next to the 
Long Island, we have a higher percentage of passenger revenue than 
any other railroad in the country, I think. If we can lower our 
passenger cost, then if the politics of the AAR will permit, we will 
probably try to cut fares. I personally—not speaking for my master, 
Pat McGinnis—but as an economist, would say the fare from New 
York to Boston ought to be cut at least to $5 and maybe below it. 

Mr. Motronan. What is the price now? 
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Dr. Cuertneron. Eight dollars and something, I think. 

Mr. Moutwonan. Your feeling is that that reduction of say, approxi- 
mately 40 percent in fares, would result in a higher percentage of in- 
crease in passengers ? 

Dr. Currtneton. I do not guarantee it, Congressman. I think it is 
our only hope. We are competing against the private automobile, 
which has certain amenities that we do not have and the thing we 
ought to be able to offer is cheap mass transportation, conducted by 
oe who are reasonably polite to the customers. 

r. MottoHan. May I express the hope that your philosophy with 
respect to this not only reflects the attitude of the management of the 
New York, New Haven & Hartford, but also might be accepted by 
the railroads generally? It seems to me, it makes sense. I most cer- 
tainly agree with it. 

Dr. Cuerrneton. Well, it is very interesting tome. I have lived in 
the Boston territory for a long time. They lose, they say, $13 million 
a year from the passenger business, and the passenger people come in 
over and over again and raise the rates. Then they wonder why the 
people don’t ride. Then they add insult to injury by not being very 
poise: The engine breaks down. They make people walk a mile and 

cick them in the process. We just cannot operate in this way ; and the 

airlines don’t operate this way. The airlines, you know, have a very 
large growth—between 20 and 25 percent a year. This is not only 
because it is quicker. It is partly because of the superior service, and 
the superior attitude toward the public. 

Mr. Minsuatu. If I may interject, the airlines are trying to catch 
up with you when it comes to courtesy. They are doing a good job, 
so don’t worry about it. 

Dr. CuertneTon. I don’t quite follow that. 

Mr. Minsuauu. Their courtesy and treatment of the passenger has 
fallen way down in the past few months, in my humble estimation. 

Mr. Motionan. Of course, we both know that there has been sub- 
stantial change in the tax depreciation revisions of last year. Un- 
doubtedly you are familiar with them as they relate particularly to 
railroads ? 

Dr. Cuertneton. I am not, Congressman. 

Mr. Motiouan. Well the question would be of no value then. What 
I was interested in was having an expression as to whether or not the 
railroads would still be in an advantageous position by reason of 
those changes should the Congress not extend the tax-amortization 
program. 

Dr. Cuertncton. Well, I should know the answer but I do not, and 
T think it is better to tell teacher, rather than try to bluff it. 

Mr. Morionan. You understand, Doctor, in view of the expres- 
sions of Secretary Humphrey, your tax-amortization program is in 
jeopardy ? 

Dr. Cuertneton. He wants the $800 million, he says, and I don’t 
blame him. I see his point. 

Mr. Motionan. I think what Secretary Humphrey wanted was a 
tax-amortization program but still he wanted it very rigidly enforced 
and in accord with the original intent of Congress, which was to have 
a direct. relationship, a very direct and very positive relationship be- 
tween any financial amortization certificates which may be allowed 
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and the mobilization effort; and in some instances, I think we all 
agree we have gone into some fringe activities. 

Dr. Cuertneton. I think you are right, Congressman. There is 
a certain sloppiness here. 

Mr. Moxiionan. Is there anything further? Mr. Minshall? 

Mr. Minsuatt. I have nothing further, sir. 

I do have a letter here which I should like to read. It is from the 
Ohio Farm Bureau Federation, Inc., dated July 20, 1955. It is from 
Columbus, Ohio. 


DEAR Mr. MINSHALL: The boxcar shortage in Ohio is very severe and farmers 
are suffering from the fact that their grain cannot be moved at the proper time. 

We would appreciate it if you would bring this situation to the attention of 
the House Government Operations Subcommittee which I understand is now 
investigating this matter. 

Sincerely, 
D. R. STANFIELD, 
Assistant Executive Secretary. 


Along with this letter, they have sent a detailed report from their 
traffic department, which explains the situation, and I might also add, 
Mr. Chairman, that we have perhaps the largest grain crop in Ohio 
in our history, and I would like at this time to offer the letter and 
the accompanying detailed explanation in the record, at this point. 

Mr. Mo.tioHan. Without objection, it will be made a part of the 
record. 

ExHIsit No. 1 


THE FARM BUREAU COOPERATIVE ASSOCIATION, INC., 
Columbus, Ohio, July 10, 1955. 
Hon. WILLIAM FE. MINSHALL, 
House of Representatives, Washington, D. C. 


Deak Sir: We have learned that a House Government Operations Subcommittee 
plans to investigate the acute shortage of railroad freight cars that now exists 
in this country. 

It is common knowledge that freight-car ownership of class I railroads has 
declined by 57,000 cars since February 1, 1954. Also, their repair programs 
since that date have been neglected to such an extent that there has been a 
decline of 75,000 in the number of serviceable cars. 

In our opinion there is only one solution. The railroads must build new 
ears to replace those that are retired. Along with this, a program of repairing, 
which will maintain serviceable cars, must be carried on. 

We have experienced numerous freight-car shortages for the most part of 
this year, especially the high-grade boxcar which is used to transport grain. 

It occurred to us that we might furnish some information regarding our 
experiences which would be helpful to the subcommittee’s investigation. 

Attached exhibit I indicates grain boxcar shortages that prevailed at county 
elevators which belong to our county farm bureau associations. The shortages 
occurred during the period of July 8 to July 19, 1955. Many of the elevators 
still are experiencing critical shortages. 

At Columbus, Ohio, we have a 3,500,000-bushel grain terminal which provides 
terminal grain storage for the 148 county elevators that are members of our 
association. Exhibit II will show grain-car shortages reported to the New York 
Central Railroad during the period June 1 to July 16, 1955. This situation at 
our Columbus elevator is much alleviated since there is a heavy inbound move- 
ment of cars bringing the new wheat crop in. These cars are utilized to meet 
our present shipping requirements. However, this is only temporary relief 
and we anticipate the same problem in another month or so. 

Exhibit III outlines several of the more serious shortages that some of our 
elevators experienced. There were many conditions of this type, too numerous 
to mention at this time. 
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Our main objective is to do a thorough and efficient job of marketing the Ohio 
farmer’s grain. Certainly, we cannot accomplish this when we have to live 
with this constant problem of car shortages. 

Yours very truly, 
MARK L. KEITH, 
Manager, Traffic-Transportation Departments. 


EXxHIBIT No. 2.—Record showing number of boxcars short at the farm bureau 
terminal elevator, Columbus, Ohio, from June 1, 1955, to July 16, 1955 


Cars short Cars short 
Pe ee ee ee ee Meee eee I i ig a te be 50 
ee Fhe OE AA idee oa i, aE Se 50 
eee *Aia i ee ene mca 50 
en i i 2 AE ee DT Un ee eee aoe 50 
wee Ti en Ua Boat PU tS eee 50 
Nl We i ke enemies Ne gL Oe leak 30 
I, asin nicsitaciebiitauincda tlie aaa RN recta ts lee alesiacsaseth Wasaesetoas tamdiaiais 50 
NE Sil ice wiicitieeimeinmaces 200| July 6__--- a a ah ae a 40 
ame eet ee ea ON cd ohn Shcsca cents a! Sateen ee 51 
A a DR i ete ee eS 33 
fe, a aris REBELS Sete: TNA Ct nh eek oe Eee ge 33 
POD Weitere IPL en I OS el Dean odes Geiareoaienion 21 
ee, Bestia ae UE SIE oh odd, oes bbe decd dhideelbitearees. 83 
NG ig AP hciain anscdt:nctenas bles tosetajh wrth ditties cli 50| July 14____- oh Ste en ee te ves es 36 
I ON cla ae ae le I ts 36 
IE Ne scxa chins arated a teboncdeae ee SOE IE NO issn alec aid a i cede ine 49 
I As citi cher debi he bbs cciie 50 





ExuHIbpiIt No. 3.—ReEport SHOWING SOME OF THE MorE ACUTE SHORTAGES 
EXPERIENCED AT OUR MEMBER COUNTRY ELEVATORS 


Ashley, Ohio, Delaware County (NYC), reported shortage to our office on 
July 12, 1955. Needed 2 cars immediately, 1 a day for rest of week. This ele- 
vator was filled to capacity at 11 a. m., July 13, 1955. Grain had to be dumped 
in street outside elevator. Did not receive first car until July 15, 1955. 

St. Henry, Ohio, Mercer County (NYC), reported shortage to our office on 
July 12, 1955. Needed 2 cars immediately, 2 a day for the next week. This 
elevator Was also filled to capacity by July 18, 1955. Two cars had been sent in 
on July 8, 1955, but were loaded immediately. To this date, July 19, 1955, the 
St. Henry elevator had not received another car. 

Horton, Ohio, Logan County (NYC), reported shortage to our office on July 
13, 1955. Needed four cars immediately. Received one car on July 16, 1955. 
Still needs cars badly as of July 19, 1955. 

Shelby, Ohio, Richland County (NYC), reported shortage on July 13, 1955. 
Needed five cars immediately. Elevator was filled to capacity by noon on July 
13, 1955. There were a few cars placed at this elevator for loading but not in 
sufficient quantity to keep elevator in operation. This man had to truck grain 
from Shelby to Columbus, Ohio, approximately 75 miles. 

Lewisburg, Ohio, Preble County (NYC), reported shortage July 14, 1955. 
Needed two cars immediately. Elevator was filled to capacity by noon July 14, 
1955. Two cars were placed on July 15, 1955, which he had to practically rebuild 
before loading. On July 18, 1955, he reported he needed five cars immediately ; 
no car had been given to him since Friday, July 15, 1955. Last year this ele- 
vator shipped 30 carloads of wheat during harvest. This year through July 18, 
1955, he had shipped 4 cars. 

Ravenna, Ohio, Portage County (ERIE), reported shortage to our office on 
July 13, 1955. Needed 2 immediately and 1 a day rest of week; elevator filled to 
eapacity. Cars finally placed for loading on July 19, 1955. 

Atwater, Ohio, Portage County (PRR), reported shortage to our office on 
July 15, 1955. Needed 2 cars immediately and 1 a day for next week. Had not 
had any cars for some time. 

These examples were just a few that were reported to our office during this 
period of time. 
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The Cuarman. If there is nothing further, we appreciate your 
coming. Your statement has been very interesting ; very informative, 
and very helpful. 

Dr, Curertncton. Thank you, Congressman. I appreciate the op- 
portunity very much. 

Mr. Puarineer. I just want to ask, Dr. Cherington, are you recom- 
mending that the tax-amortization gimmick, if you will, be made a 
part of our permanent tax structure ? 

Dr. Cuertneton. No. I am not recommending that. I want to 
think a lot about that. I think that we are now in a situation where 
we want to keep as much of this fluid as possible. I am pleading for 
leaving this untouched at the moment, until we see whether the rai!- 
roads can generate sufficient momentum to save themselves. 

Mr. Piarincer. Of course, you realize that the program has been 
in existence now since 1950. 

Dr. Cuertneton. Yes. 

Mr. Piarincer. And when there were intimations recently that 
the program might be curtailed, or certainly, drastically limited, 
there was a flurry of activity in applications for certificates of amor- 
tization of equipment totaling $48 million since June 27; whereas, 
in the more recent past, the railroads almost literally have been sit- 
ting on their hands. 

Dr. Curertneron. Let me say I agree with the Congressman’s sum- 
mary. The mission here is to try to get the railroads to reestablish 
themselves in the private- -enterprise system. Now, there may have 
to be some rough stuff in connection with that. I would not be sur- 
prised if there were some more proxy fights. Of course, you know 
when that happens, sometimes there are unfortunate consequences 
but this particular gimmick, I would suggest, should be left un- 
changed for the present. It should be frozen, and I know the dangers 
of that. For example, the airlines. They have been riding on those 
contracts since 1939. It is very comfortable, and the danger i is that 
things of this sort get frozen. 

Mr. Praprncer. Do you think there is some legislative unsophisti- 

‘ation in hoping that the railroads will meet the mobilization needs 
by purchasing material for which there is no business need ? 

Dr. Cuertneton. No. I don’t think so. I think the Congress under- 
stands the situation pretty well, as far as I can make out. On the 
other hand, I think if the railroads don’t order these cars, you prob- 
ably will have to turn to some other gimmick. You have to have more 
capacity. 

Mr. Puarrncer. You have to have more capacity to take care of 
your current business needs ? 

Dr. Cuertneton. No. That is the problem. 

Mr. Puarincer. You don’t think it is naive, legislativewise, to ex- 
pect railroads to purchase cars when there is no immediate business 
prospect of their use, or no immediate business return from them ? 

Dr. Cuertneton. Maybe I am naive, but I think some pretty straight 
talking on the part of Congress to leaders of the railroad industry— 
and I mean people like Mr. Younger, and the preeneteans of the South- 
ern and Pennsylvania and the Union Pacific and the Sante Fe. 

Mr. Mottonan. I think, Doctor, the general attitude of Congress is 
a feeling of unhappiness that the railroads have not apparently kept 
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faith with this program. The end result is that they are using it only 
where it would be to their own advantage. I mean by that, where it is 
necessary to take care of their current requirements for transportation, 
in a peacetime economy. I think it has been testified here, by more 
than one witness, that there have been no cars purchased that were 
not necessary in order to take care of the current requirements, trans- 
portationwise, of the railroads; and the intent of Congress was to add 
this additional incentive which would cause the railroads to purchase 
in excess of what their immediate requirements were; but to take care 
of looking toward any demands which might be made in case of 
mobilization. 

Dr. Cuertneton. I think your disappointment is based on justifica- 
tion. 

Mr. Motxonman. And it feels that if this is the attitude of the rail- 
roads, why should we continue to do it, if they don’t realize the im- 
portance of their implied obligations of meeting this goal. If they 
won't use the program as intended, then Congress should withdraw 
the program. There is a real threat to its continued existence; a real 
threat. 

Dr. Cuertneton. I think you are right. I suggest you are right in 
being cross, but instead of canceling out the gimmick, my suggestion 
would be that there should be some direct talk—not through the trade 
associations—but directly with some of the leaders in the railroad 
industry. 

Mr. Motxonan. I think the greatest evidence, to me, of interest on 
the part of the railroads and of their desire to keep what I constantly 
refer to as good faith, would be an acceleration of their application 
for such certificates of necessity. 

Dr. Cuertneton. I will tell Pat McGinnis. 

Mr. Motxouan. Forme. You understand, Doctor, F am speaking as 
one individual. 

Dr. Cuertncron. I will tell him that because I think you are right 
and I think we will have to wait to see whether these trains work. 
They are pretty radical, but as far as the freight cars go, I don’t see— 
I don’t think the delay is justified. They may send me back to the 
Ivory Tower for taking that attitude, but in that case at least, it is air- 
conditioned. 

Mr. Motxonan. I think even to the most casual observer, the conclu- 
sion would have to be there is certainly no expansion of railroad freight 
car facilities. Now, they have tried to say there has been some expan- 
sion insofar as their ability is concerned to use the cars that they have, 
and move a greater amount of freight. 

Dr. Cuertneton. Do you mean because of the diesels? 

Mr. Motxtonan. Because of the diesels; because of certain terminal 
facilities; certain changes in communication; and all of those factors 
that are not of a positive nature in the sense that we can say this car 
will do this, and that car will do that, and so on; but it seems to me 
that the most casual observer would say that most assuredly, there 
has been no approximation of this goal. It just has not even touched 
on reaching the goal, but we have used it only to the extent that it 
was necessary to meet our current requirements. 

Dr, CHertncTon. Do you mean they really used it to save tax money, 
and the heck with the defense effort ? 
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Mr. Motionan. That is exactly right. I think you put it very well. 

Dr. Cuerineron. I think it might not be quite as bad as you said 
in the case of the individual carriers. 

Mr. Mottonan. Wait a minute. There may be individual excep- 
tions, but what I am saying is, the railroad industry, generally speak- 


ing. 

Dr. CueErineTon. You don’t have to stir me up very much to side 
with you on that one. 

Mr. Moxiionan. We will adjourn until Monday morning at 10 
o’clock. 

Mr. Puaptneer. There is another letter similar to the one Mr. 
Minshall read. 

Mr. MinsHa.. It is the identical letter. 

Mr. MornoHan. We have received a letter from Congressman Brown 
of Ohio, which we acknowledged, and which I assured him will be 
made a part of the record; since Congressman Minshall has already 
introduced the letter, which he received, I think the purpose has been 
served. 

We will stand adjourned. 

(Thereupon at 11: 55 a. m., the subcommittee adjourned. ) 














STUDY OF THE TAX AMORTIZATION PROGRAM 
(RAILROAD FREIGHT CARS) 


AUGUST 1, 1955 


Hovuss or ReprESsENTATIVES, 
SUBCOMMITTEE ON LeGaL AND Monetary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., Hon. Robert H. Mollohan (sub- 
committee chairman), presiding. 

Members present: Robert H. Mollohan, George Meader, and 
William E. Minshall. 

Also present: Curtis E. Johnson, staff director, and Jerome 8S. 
Plapinger, subcommittee counsel. 

Mr. Motionan. This is a meeting of the Legal and Monetary Affairs 
Subcommittee of the House Committee on Government Operations. 
We are resuming hearings this morning on rapid tax amortization 
as it affects the railroads, with particular attention to goal 68 for the 
emergency expansion of the freight-car fleet. At the invitation of the 
subcommittee, Mr. Newell, first vice president of the Pennsylvania 
Railroad in charge of operations is appearing as our first witness. 

We have heard representatives of Government, the Association of 
American Railroads, and two transportation economists. In order to 
round out the picture, we wish to hear directly from one of the rail- 
roads. 

The Pennsylvania is of particular interest to the subcommittee inas- 
much as it is one of our major railroads and serves large concentra- 
tions of industry and heavily populated areas. 

The rapid tax-amortization program was instituted by Congress in 
1950 in an effort, among other things, to expand the transportation 
potential of the railroads to meet the needs of defense and defense 
supporting activities. 

The Pennsylvania Railroad serves a large segment of such vital 
basic industries as primary steel production, many types of steel fabri- 

‘ation, the coal industry, petroleum, chemicals, as well as a great 
number of general manufacturing and processing facilities. The im- 
portance of the Pennsylvania Railroad as a transportation link is 
brought into sharp focus to any passenger riding on the Pennsylvania 
from Washington to New York City. Along the right-of-way, which 
is a very small segment of the Pennsylvania’ s system, we find almost 
door-to-door from Wilmington, Del., to New York City an array 
of the industrial might of our Nation. | 

In the last 10 years, the population of the United States has increased 
over 25 million. Our gross national product has expanded enormous- 
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ly. This population growth and increase in productivity, has been 
shared by the area served by the Pennsylvania Railroad. Yet this 
railroad now has 59,000 fewer freight cars than it had at the end of 
World War II, and over 2.5 million tons less freight car capacity than 
it had in 1945. 

The greater portion of this loss in freight car capacity was experi- 
enced in the 5 years immediately following the war. However, this 
loss has continued during the last 5 years despite the fact that the 
Pennsylvania Railroad has received accelerated tax amortization on 
freight cars to the extent of $81 million. 

This subcommittee is aware of the fact that the Pennsylvania Rail- 
road has not been the most profitable rail carrier in the United States. 
We are also informed that the Pennsylvania has made substantial in- 
vestments in terminal facilities, central traffic controls, and diesel loco- 
motives under rapid tax amortization. However, the fact remains 
that the Pennsylvania Railroad today is probably less capable of 
meeting the rail transportation needs of the area it serves than it was 
at the end of World War II. As evidence of this fact, there have been 
numerous reports of coal mines closing down because of car shortages 
in western Pennsylvania and northern West Virginia. We have re- 
ceived reports of boxcar shortages in Ohio which are urgently needed 
for transporting grain and other agricultural products. It is true 
that other railroads also serve this general area and the blame must be 
shared by those carriers as well. It appears obvious that the Pennsy]- 
vania Railroad which carries 10 percent of the Nation’s freight is fail- 
ing to meet the peacetime transportation needs of the area it serves. 
Of even more concern to this subcommittee is the loss of 59,000 freight 
cars instead of the expansion expected by Congress from the rapid tax 
amortization program to meet mobilization needs. 

I am sure that the management of the Pennsylvania Railroad can 
supply the subcommittee with reasons for these difficulties and it is for 
that purpose that we have requested Mr. Newell to appear before this 
subcommittee today. 

Mr. Newell, do you have a prepared statement ? 


STATEMENT OF JAMES P. NEWELL, VICE PRESIDENT IN CHARGE 
OF OPERATIONS, PENNSYLVANIA RAILROAD CO.; ACCOMPANIED 
BY PAUL D. FOX, ASSISTANT VICE PRESIDENT IN CHARGE OF 
FINANCE; THEODORE K. WARNER, JR., CHIEF TAX COUNSEL; 
AND H. J. WARD, COMPTROLLER 


Mr. Newe t. I have no prepared statement. I have brought some 
notes with me. 

Mr. Motionan. Would you like to proceed and make a statement? 

Mr. Nrewewx. Thinking that it might save the time of the sub- 
committee, I have prepared some informal notes with regard to the 
situation on the Pennsylvania Railroad with respect to tax amortiza- 
tion, and particularly with reference to freight cars. 

To give you the true picture, I think we will have to go back before 
World War IT on the Pennsylvania Railroad when we had a larger 
ownership of freight cars than could possibly be justified based upon 
its volume of traffic, and the volume of traffic that we handled in pro- 
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portion to the Nation. This was the result of our plowing much 
money into cars prior to the depression days of the 1930’s—when 
money was available and it was desirable to have a larger ownership— 
for business and traffic reasons. The facts are that at the beginning of 
World War II we had 20,000 gondolas which were set aside during 
the latter part of the depression, and they were set aside to be scrapped. 
They were not scrapped because of the scrap situation and the recession 
that was with us. Then the war came upon us and we patched those 
‘ars and repaired them and sent them out on the other railroads, and I 
think the use of those cars in the railroads of the country, not partic- 
ularly the Pennsylvania, helped in that war effort. 

In addition, you are familiar with the fact that the remainder of 
our fleet was subject to rather heavy usage during the war when we 
could not secure men or materials to repair cars. Nothing would have 
suited us better than to repair them because we would be doing it with 
15-cent dollars, being in an 85-percent tax bracket at that time. 

When we came out of World War IT the equipment was in extreme- 
ly poor condition, both cars and locomotives, and we still had what 
we considered a freight car fleet in excess of our normal requirements. 

You are familiar with the fact that the war proved the value of 
the diesel locomotive. We could not get any during the war because 
we were confined to the type of power we had at that time. The re- 
sult was we were faced with tremendous expenditures, not only to 
repair cars, but also we were confronted with expenditures to secure 
new diesels in lieu of making expensive repairs to our wornout steam 
engines. Consequently, we embarked on a postwar improvement pro- 
gram of over $1 billion, of which approximately $700 million was for 
equipment for passenger and freight cars, diesel locomotives, and 
servicing facilities. 

Because of our excess ownership of freight cars, we also materially 
reduced the size of our freight-car fleet—from 240,000 cars in 1946, 
at the end of World War IT, to 199,000 at the end of 1949. 

Frankly, I think had amortization not entered the picture in 1950, 
the decrease in ownership would have undoubtedly continued at that 
rapid pace, but as amortization was in effect, our ownership decreased 
only 14,000 cars during the 5 years, 1950-54. 

In other words, during that first 4-year period, our ownership de- 
creased at a rate of about 10,000 a year. During the following 5-year 
period, it decreased at a rate of 3,000 a year. 

You might ask why any decrease in view of amortization. My only 
answer would be this, that we spent every dollar that we could possibly 
justify to finance and rehabilitate the property and its was considered 
desirable to put a great deal of money into diesels where operating 
economies could be produced and service to our customers improved 
with more efiective utilization of freight cars because of the better 
turnaround. That investment in diesels naturally restricted the 
amount of money we could put into freight cars. 

I think that experience is visemes with many other railroads. 
We have, fortunately, just about turned the corner, and I think this 
is true of most of the major railroads, in acquiring diesels, so in the 
future there is no question but what the major part of our equipment 
expenditures will go to cars. 
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The effect can readily be noted by the situation during the current 
year. During the 5-year period, 1950 to 1954, inclusive, we installed 
approximately 28,000 new freight c: ars—around 5 5,600 per year. Com- 
yared to that we have placed orders for 8,820 cars in 1955, of which 
f (38 have been completed to date, 4,340 will be completed during 
the balance of the year, and 2,742 will be completed during the first 
quarter of 1956. 

Without amortization our expenditures would have been materially 
restricted. 

I did have a note here to mention what amortization is. I know 
that other witnesses have covered that, but I would like to emphasize 
the fact that amortization is not a tax exemption and not a gift from 
the Government. It just defers the taxes from the first 5 years to the 
following 25 years. Frankly, if your tax rate is higher after those 5 
years we will be worse off with amortization than if we paid for the 
equipment on the standard basis. Nevertheless, amortization has been 
important in that the relief that the railroads have received to date, 
particularly us, permitted us to do those things we otherwise would 
not have been able to do. Had we not had amortization, I am sure 
our car situation would have been much worse unless some Govern- 
ment agency had stepped in and helped us out. 

I want to emphasize the fact that we have acquired as many cars 
as we could, based on our financial situation. It shows up if you will 
look at the working capital on our railroad now, which is $118 million. 
That represents our wage bill for slightly over 3 months, without giv- 
ing any consideration to our financial delcashion: that come due each 
month. F rankly, the situation was so critical last year with the drop- 
off in business that we arranged for an emergency borrowing of $50 
million in case the need should arise. 

To deal specifically with the freight-car shortage on the Penn- 
sylvania—and I would like to say no one regrets it any more than 
we—I think you can appreciate the problem a little better when you 
realize that 14 months ago we had approximately 35,000 serviceable 
freight cars stored on our railroad. Frankly, they were running out 
of our ears. We were looking for tracks on which to store them. A 
year ago we had 16,000 serviceable cars stored. Four months ago we 
had 5,000 serviceable freight cars stored, and now we find ourselves 
with a shor tage of 1,000a day ; 

Because of the situation, in addition to our 1955 car orders, we hope 
to acquire a large number of additional freight cars during 1956. 

In view of the inequities in the competitive situation under which 
the railroads operate compared with other forms of transportation, 
as well as the continued diversion of traffic from the railroads by the 
Government, I think that it would not only be very helpful to the rail- 
roads, but to the Nation and the defense effort of the country, if we 
continue the amortization. 

Mr. Motionan. Before I ask Mr. Plapinger, our counsel, to ask 
some questions, I think that you said that you had to borrow $50 
million ? 

Mr. Newett. I said that we arranged for an emergency borrowing 
of $50 million should it become necessary. 

Mr. Motionan. It was never necessary ? 

Mr. Newe uw. It was never necessary ; no. 
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Mr. Motitowan. What was the figure on new cars that you pur- 
chased in 1955 and placed orders for ? 

Mr. Newe tt. In 1955 the total is 8,820, of which 2,742 will not be 
completed until next year, the first quarter. 

Mr. Morxo1nan. Do you have any other applications for certificates 
of necessity now pending, other than the 8,820 ¢ 

Mr. Newey. None that I know of personally, although Mr. Ward 
could probably tell you. 

Mr. Warp. We have one certificate for 6,000 cars that are not com- 
pleted in the figures that Mr. Newell mentioned. 

Mr. Motzionan. That will bring your orders for the year, you 
might say, to 14,820 ? 

Mr. Warp. Approximately. 

Mr. Puiarrncer. Addressing ourselves to the last statement, when 
were these applications for certificates of nec essity made ¢ 

Mr. Newe tw. I will have to ask Mr. Ward to answer that because 
he handles that exclusively. 

Mr. Warp. They were made some time during the year. I do not 
have the dates that they were applied for. There were several of 
them filed early this year, and we filed them as we went through the 
year. ‘There were also several filed just week before last, I believe. 

Mr. Piaptneer. I was interested in that because our investigation 
shows that applications for 13,400 cars were filed on July 7 and July 
15, 1955. 

Mr. Warp. That is correct. That is part of what Mr. Newell men- 
tioned. 

Mr. Piarrncer. And there were 300 filed for in February. 

Mr. Warp. That is correct. 

Mr. Puiarrncer. Which would bring it up to 13,700? 

Mr. Warp. That is correct. 

Mr. Piapincer. Mr. Newell, what are bad-order cars ? 

Mr. Newewu. Bad-order cars are cars that are not serviceable for 
use. 

Mr. Piarincer. Would you include in bad-order cars, cars that you 
are about to retire? 

Mr. Newe... Yes. 

Mr. Piarrncer. But by a bad-order car, you do not necessarily mean 
a car that can be placed into service again after repair ? 

Mr. Neweuu. Yes. It is a car not serviceable for use. It can fall 
into one or two categories. It can be reparable, or it can be one where 
repairs are not justified because of the economics of the situation. 

Mr. Piarincer. What percentage of bad-order cars does the Penn- 
sylvania have at present ? 

Mr. Newetu. We had on Saturday 13 percent. 

Mr. Puiartncer. You probably saw the story in the business section 
of the New York Times yesterday which referred to 16.4 or 16.7 per- 
cent in April. 

Mr. Newe tt. I am familiar with that. 

Mr. Moxtiouan. It will be necessary to interrupt now. We will 
have to suspend for approximately 30 minutes. 

(Whereupon a short recess was taken.) 

Mr. Moitionan. The committee will come to order. Mr. Plapinger, 
you may proceed. 
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Mr. Piapincer. We were talking about the percentage of bad-order 
cars when we recessed. I believe that you said the percentage in- 
cludes cars about to be retired as well as those to be repaired. 

Mr. Newe ut. If they are to be retired they would be included. 

Mr. Puartneer. I noticed in 1953 the Pennsylvania made appli- 
cation for 392 freight cars under the tax-amortization program, and 
in 1954, 200, and in the first half of this year, 300. 

The question that would suggest itself at this point is—how much 
of an incentive has the tax-amortization program been in view of 
your very limited purchases up to July of this year? 

Mr. Newe t. I do not think that amortization in itself will acquire 
freight cars. The financial ability of a carrier and the need for the 
cars both have to be given consideration, and I think that amortiza- 
tion will result in the purchase of more cars than would be purchased 
without amortization. You will appreciate in 1954, as I mentioned, 
we had 35,000 cars stored and at the end of 5 months we were $9 
million in the red on the Pennsylvania. Amortization would not 
promote the building of cars under such conditions. 

Mr. Puiaprncer. You are saying to us then the railroads actually 
will not buy freight cars, tax amortization or not, if there is no busi- 
ness need for such freight cars? 

Mr. Newe.u. I am not saying that exactly. There may be no busi- 
ness need for the cars and a desire on the part of the railroad to im- 
prove the quality of their equipment, or change the type of their 
equipment, but if your financial condition is such that you cannot buy 
them, we are not going to buy them because you have amortization. 

Mr. Piaprneer. Of course, the Government’s position in tax amor- 
tization is that they want more freight cars in case of an emergency. 

Mr. Newey. That is right. As I have said, I think you have gotten 
more freight cars with amortization than you would have gotten 
without it. 

Mr. Puiaprincer. But the goal was set in 1952 at 436,000 additional 
freight cars. On the Pennsylvania alone, there has been a drop of 
some 18,000 freight cars since 1950. Where does the country stand to 
benefit through that kind of a performance under the tax amortization 
program ? 

Mr. Newetu. Of course, I cannot speak for the railroads of the 
country. You have had representatives here who have covered that. 
Likewise, I think that you will agree if you are overstaffed, there is 
no point in continuing that way, particularly when the financial con- 
dition will not justify it. 

Mr. Praprncer. We are getting back to the same question again 
unless the business warrants the purchase of additional freight cars, 
tax amortization or not, you are not going to get additional freight 
cars; is that a fair statement ? 

Mr. Newetu. If we had the money we might improve our fleet, get 
more modern cars instead of having a car still serviceable and not 
modern. If you tie the availability of money into business conditions 
your answer would be right. I do not think we will go out and stock- 
pile cars on our own. 

Mr. Piaptncer. You think the freight-car goal is a valid one? 

Mr. Newetu. I cannot speak for the railroads of the country. I 
think we have a goal we can meet and it is proper for us on the Penn- 
sylvania. 
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Mr. Puarincer. What is that goal? 

Mr. Newe.u. You are in a very controversial area as to what each 
railroad should own. I assume that you know that. 

Mr. Puartncer. Has the Pennsylvania adopted a goal for itself 
in case of an emergency ? 

Mr. Newe.i. We have no emergency goal. Our goal is to reduce 
our bad-order cars to around 5.7 percent by the end of the first quarter 
of 1956. 

Mr. Piaprncer. Reduce your bad-order cars ? 

Mr. Newe.u. To about 5.7 percent by the end of March 1956. 

Mr. Piaprncer. How, as an operating railroad man, would you 
suggest that the country meet its needs in prospect of an emergency 
situation ? 

Mr. Newe.u. There have been a number of ways discussed in the 
newspapers. I might start by mentioning the Weeks report. I do 
not think that we need to discuss it here. It will probably be given 
its share of discussion in future months. Many railroad presidents 
and others have commented on it. I think it contains a great deal of 
merit, and it is a start to putting the railroads in the position where 
they should be. I think that the sooner the Congress or the Govern- 
ment takes some action along the lines recommended in that report, 
the quicker you will have all railroads on a more stable basis as far 
as national defense is concerned. 

Mr. Piaptneer. Do you think that is going to get us more freight 
cars? 

Mr. Newetu. Not that alone. You asked me to mention some things. 
T have several things in mind. 

Secondly, a continuation of good business conditions helps make 
that money available and you will get more equipment. You need 
more equipment. 

The tax on transportation, 3 percent on freight now and 10 percent 
on passengers, was placed there to discourage travel, passenger travel, 
during the war, and to raise revenue. It places carriers at a decided 
disadvantage with respect to private carriers who are expanding. Last 
year we collected $28 million in those transportation taxes for the 
Government and the year before $37 million. It has publicly been 
proposed by our President that that be given to the railroads, or 
allotted to the railroads on the basis that we match dollar for dollar 
to improve our right of way. That would release money for equip- 
ment. It would help to continue better business on the railroads, 
more so than if it were eliminated. 

Mr. Puiaprrncer. You say that this tax money should be turned over 
to the railroads provided that the railroads match ? 

Mr. Newey. Dollar for dollar, which would release more money 
for equipment. 

The grade-crossing costs are extremely heavy on some railroads, 
particularly those of us in the East, and they are very important to 
us in connection with the President’s new bill, or the bill that he pro- 
posed to us. There is no fair reason why we should pay those grade 
elimination costs, as well as the protection costs that are mounting. 
It is interesting to note in passing that just the protection on the 
Pennsylvania grade crossings, where we have flashlights or automatic 
lights, just the maintenance installations now amount to about $900,000 
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a year. When you add in a crossing watchman, you get up around 
$4 million we pay for grade-crossing protection. 

Mr. Piaprncer. Let me ask you something—while these operating 
expenses have been increasing, has not your operating revenue in- 
creased at a greater rate than your operating expenses ? 

Mr. Newerx. Has our operating expenses increased greater than 
the revenue ¢ 

Mr. Pviapincer. Has the operating revenue increased ¢ 

Mr. Newe L. No, it has not. 

Mr. Prarrncer. In connection with this question—— 

Mr. Newewn. In other words, my measure of that is our operating 
ratio has increased. 

Mr. Piaprncer. And that means what? 

Mr. Newety. The percentage of gross revenue out of which you pay 
your operating expenses. 

Mr. Praprneer. In the brief that was filed by the General Services 
Administration in connection with the x parte Order 175, the Direc- 
tor of the Division of Economic Research of GSA stated, and I just 
throw this out to you here, that operating revenues have increased 
from $6 billion—he was referring to all railroads—to $9 billion, or 54.7 
percent from 1946 to 1953, while freight operating expenses have in- 
creased only 31.4 percent. And apparently what you are telling me 
is that 

Mr. Neweu. Pardon me, will you state that again ? 

Mr. Puapincer. Am I correct in my deduction, or in my conclusion 
that Pennsylvania Railroad’s experience has been to the contrary ? 

Mr. Newe tu. Let me state that starting with the war, costs went up 
faster than revenue, and that curve continued until about 1951 or 1952. 
We have been able to show some improvements for the last 2 or 3 
years, and while I do not have the figures with me, you made mention 
of the freight feature of it. Of course about 17 to 20 percent of our 
business is passenger business. 

Mr. Piarrncer. How much? 

Mr. Newetu. From 17 to 20 percent, and I cannot say definitely 
because I do not have the figures with me, but it would be my impres- 
sion, that since 1947, that our costs have gone up faster, much faster, 
than our revenue. 

Mr. Puaprneer. Incidentally, in that same connection, in 1949, the 
freight car loadings of the Pennsylvania Railroad, according to the 
AAR statistics, were 3,069,000; and the car loadings in 1953 were 
3,170,000; and yet the net railway oper ating income in 1949 was $37 
million and it was $74,800,000 in 195: 

In 1949, the net income was $12.5 million; and in 1953, $37 million. 
Is that correct ? 

Mr. Newe tw. I cannot follow you that far; I cannot confirm any 
figure of $37 million ; $37 million for 1949 ? 

“Mr. Praprncer. The net railw: ay operating income. 

Mr. Newetu. Net railway operating income 

Mr. Prartincer. The net railway operating income was $74.8 million 
in 1953. I was interested in the freight car loadings. 

Mr. Warp. That may very well be. 1953 was a relatively good year, 
and from 1946 to 1949 were bad years. 
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Mr. Prapincer. In 1949, you had the same freight car loadings. 
That was the only measure of my comparison. And yet you doubled 
your net railway operating income. 

Mr. Newe .t. Here is one thing that should not be overlooked, that 
the figures can be misleading. “While the loadings would indicate 
approximately the same amount of business but the net ton-miles in 
1949 was 47,200,000 and in 1953, they were 51,900,000. 

Mr. Puiarrncer. Which would be about a 3 percent increase in the 
capacity that we have been hearing about. 

fr. Neweww. But that is the point of difference; that is about 9 per- 
cent increase. 

Mr. Puarrncer. Pardon me? 

Mr. Newe.u. That is about a 9 percent increase in the net miles, 
although it was only about a 3 percent in the car loadings. 

Mr. Puarrncer. But you still have a 100 percent increase in the net 
railway operating income over the same 2 years. 

Mr. Newetu. You cannot relate that directly because when you get 
to the point where your business increases, your costs drop. And the 
transportation cost to us right now is around 40 cents for each dollar 
of revenue, but any increase in business we try to handle for 20 to 25 
cents. 

Mr. Praptncer. Would you think that the 9 percent increase in 
freight ton-miles would result in a hundred percent increase in rail- 
way net operating income / 

Mr. Newe ... It does not work out that way but I cannot check on 
those 2 years from memory, but generally speaking, when referred to 
costs, the costs have increased more than revenue. 

Mr. Puarrncer. These are figures from the ICC Blue Book. 

Mr. Motionan. Are these figures accurate that have been provided 
for the record? That is, are the records and the figures contained in 
the Blue Book the same as we have here, or are some adjustments made 
that would reflect the final figures you have for net income ? 

Mr. Newe t. I think these are taken from those statistics. 

Mr. PLapincer. Do you think that some part of the increase might 
have been reflected in increased freight rates ? 

Mr. Newer. To the extent there is an increase, it should be re- 
flected in increased freight rates, and any increase in loss, as I say, is 
indicated as the volume goes up or goes down. But there are so 
many variables in this thing that, to answer a question like that off- 
hand would be extremely difficult. Some figures came across my desk 
the other day, for instance, since April of 1952, indicating that our 
wage costs have gone up about $42 million on the Pennsylvania. 

Mr. Piapincer. Since when was that ? 

Mr. Newe tu. Since April 15, 1952, a little over 3 years, the wage 
costs have gone up about $42 million. 

Mr. Puiarrneer. Is that unusual, do you think, so far as other busi- 
ness is concerned / 

Mr. Newe tu. I cannot compare it to other business but without 
knowing offhand, I am almost sure it is much more than the increase 
we have had in rates during the same period. 

Mr. Prarincer. Has it been your experience, for instance, when 
there has been an increase in freight rates, that the revenue of the 

railroads have not been reflecting that increase ? 
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Mr, Newe tt. I think the revenue has reflected the increase but not 
to the full extent. 

Mr. Praprtncer. Do you think that by the means of increases the 
railroads have priced themselves out of competition ? 

Mr. Newett. No, I do not think so. 

Mr. Prarincer. You do not think so? 

Mr. Newe tu. No; the history, if you are familiar with the rate in- 
creases, the increases up to date have come anywhere from 6 months to 
a year after the wage increases have been made; that is, after the wage 
increases made them desirable. 

Mr. Prarrncer. In this submission to the Interstate Commerce Com- 
mission, in connection with Ha parte 175 which I referred to before, 
the General Services Administration has plotted the increases since 
July 1, 1946, and they note that since that time, there has been a per- 
centage change i in railroad freight rates of 78.9 percent. The railroads 
have ‘actually only gotten 52.5 “percent of that, or a difference of 26.4 
percent, the conclusion in that brief i is that by means of freight in- 
creases, the railroads are actually pricing themselves out of competi- 
tion. 

Mr. Newett. I think you would have to go much further than that 
to be sure of that statement. When you have a freight rate increase, 
at least the history has been to date, there has possibly been some loss 
of business, but usually that is followed by an adjustment in rates 
that nullifies a part of the increase. 

Mr. Piarrncer. A more important point is the fact that at the end 
of World War II, the railroads were carrying 87 percent of the avail- 
able freight traffic, while now that has dropped to 73 percent. Is 
there any plan on the part of the railroads to recapture that loss? 

Mr. Newe tu. There is definitely on the part of our railroad, and I 
think many others right now. You are familiar with the popular 
piggy back operation, in which we are expanding operation, and I 
think we handled about 625 trucks last week in that manner. That 
is a method to try to get the trucks off the highway and the business 
back on the railroads, and to increase profit. And the Pennsylvania, 
in south Philadelphia, has constructed a $12 million pier to handle 
imported ore from Labrador and South America. And it has been 
our program in the past 6 to 8 months to commercialize our freight 
handling as you may know, which means adjustment in all our opera- 
tions to meet competition, and that, in itself, helps to reduce the re- 
turns we get after the increase in rates. And in conjunction with sev- 
eral other of the eastern railroads and the Santa Fe Railroad, we are 
working on new passenger equipment to try to recapture passenger 
business. There has been no inclination at all to stand still and let 
other business be taken away from us, so far as the Pennsylvania Rail- 
road is concerned. 

Mr. Puarrncer. Is the Pennsylvania Railroad capable of handling 
as much freight as it was 10 years ago, for instance ? 

Mr. Newe tu. We are handling more. Ten years ago, which would 
be 1945, we had 67 billion. 

Mr. Piaprncer. How much? 

Mr. Newetu. 67,800 million ton-miles. We had 52 billion plus, last 
vear. I think we could have handled as much as we did in 1945 when 
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you give consideration to the fact that in 1945 there was still a lot of 
oil moving in tank cars. 

Also in 1945, we had a 6-day week, and we had some industries 
that were on 7 days a week. There were a lot of outside factors that 
made for better utilization of equipment. There was a Shipping Ad- 
visory Board that took unusual action; the railroads took unusual 
action and the shippers took unusual action. Of course you had the 
offset with all of the delays during the course of the war. But on the 
other hand, we have the diesels which are more flexible. 

Mr. Puarinaer. Do the diesels and the central transit control today 
compensate for the loss of the 50,000 freight cars ? 

Mr. Newe tu. On our railroad ? 

Mr. Puiaptncer. Yes. 

Mr. Newe tt. I do not think they compensate on our railroad for 
50,000 cars, but I can only repeat, we do not think our percentage of 
the ownership of cars should include these 60,000 freight cars—— 

Mr. Puaprncer. Lam sorry. Will you repeat that? 

Mr. Newe tt. I do not think that our percentage of the ownership 
of railroad cars should include these 60,000 cars. If you take, for 
instance, the car loadings per week, for the week ending July 16, 8.6 
percent of the carloads were on the Pennsylvania and our ownership 
was 10.4 percent ; and the ownership of the 

Mr. Prapincer. In many of the applications that the Pennsylvania 
Railroad has filed with the Office of Defense Mobilization, you refer 
to the fact that the Pennsylvania carries 10 percent of the rail freight 
traffic of the country. Isthat 8 percent an inordinate drop? 

Mr. Newe ut. It has been slipping gradually. In 1946, it was 9.6 
percent; in 1953, it was 8.3 percent. 1 think a part of that is due to 
the general movement into the South and the West, which we know 
is going on. A part is due to the truck competition in the highly 
populous eastern territory. 

Mr. Motionan. I am sorry to interrupt again, but that is the second 
bell and we will have to suspend for 15 to 20 minutes. 

(After a short recess to answer rollcall. ) 

Mr. Motiouan. The committee will please be in order. 

You may proceed, Mr. Newell. 

Mr. Warner. Mr. Chairman, Mr. Newell now has some comparable 
figures and a breakdown for 1949 and 1953—if you would like to 
hear them. 

Mr. Piarincer. Yes, I think we should. 

Mr. Newe .. In the first place, on that comparison of 1945 to 1953, 
which shows the report of railway operating of $37 million in 1949, 
and approximately $85 million in 1953, in 1949, I think you picked 
about one of the worst years you could have picked of record. 

The coal miners were out for 12 days in March; they were out 5 days 
in June; they were on a 3-day week from July to September. 

The anthracite coal miners struck from the middle of September 
to the first part of October. The bituminous coal miners were on strike 
from September 19 to November 8. 

The steel industry had a strike from October 1 to the first part of 
November. Coal production was on a 3-day week by the union in 
December. 
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Everyone of those pyramids of cost were such as to hurt the operat- 
ing efficiency and business likewise. 

In 1953, by comparison, we only had two minor interruptions, one 
minor interruption. Well, there were two. On March 31, 0 lants 
of the United States Steel were down a couple of days in Pittsburgh 
on account of the union railroad strike. And on April 9, the coal 
miners were idle for 2 days. Those were about the only ones. 

Now, then to go back to the figures: We got more for hauling our 
freight in 1953 than we did in 1949, in proportion, per ton-mile. The 
per ton-mile in 1953 was 1.567 cents. In 1949 it was 1.380, which shows 
an increase—— 

Mr. PLarrncer. Will you repeat that figure, please ? 

Mr. Newetu. The revenue per ton mile in 1953 was 1.567 cents; in 
1949 it was 1.380. 

Now, we did effect an improvement in our efficiency, in our operating 
ratio, which is the money we paid out to operate the railroads in com- 
parison with the total revenue which was 83.58 in 1953 and 85.99 in 
1949. Actually while our freight revenue in 1953 was $168 million 
over 1949—that is 1953 over 1949 

Mr. Piaprncer. $168 million in addition ? 

Mr. Newe uw. The total revenue was up $186 million and the operat- 
ing expenses were up $135 million. 

Now, of course, as I said, the net ton-miles went up about 9 percent. 
But when you take 9 percent of about six, seven, or eight hundred 
million, it is way beyond the increase of 37 to 75 million, so you cannot 
use a percentage straight down the line in making a comparison like 
that. A small percentage of a large figure is bound to give you a big 
percentage of a small figure, which is just what happened. We got a 
100 percent increase in our 

Mr. Piaprncer. That is right. 

Mr. Newe tu. But actually it was only 37 or 38 million dollars, on an 
increased business of $168 million. 

Mr. Piarrncer. You mean with the same car loadings, by the same 
increase in car loadings, that was $168 million ? 

Mr. Newe 1. $168 million in freight. 

Mr. Puaprneer. In freight? 

Mr. Neweu. But you will note the rates were higher in 1953 than 
in 1949, as shown by the first figures I quoted. 

Mr. Piaptncer. Would not your wage costs have risen in that time 
also? 

Mr. Newetu. Yes; they would have risen, but not nearly in direct 
ratio to the rates. Actually the rates we had for 1953 is the highest 
rate per ton-mile in record in the last 30 years. 

Mr. Puarrncer. The only reason I picked the figure, incidentally, 
was because of the car loadings which were shown to be virtually the 
same. 

Mr. Newey. That rate of 1.567 was in 1953, and it was 1.53 in 1952; 
and 1.483 last year. 

That rate can vary tremendously. You take the rates right now on 
coal and ore, we get between 1.02 and 1.06 cents per ton-mile; while on 
miscellaneous we get 1.65, and on the average, you can see how there 
is a variation betweent ore, coal, and miscellaneous; and how that can 
affect your rates and your revenue, distinct and apart from the net ton- 
miles and your car loadings. 
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Mr. Piarincer. Mr. Newell, could you supply the committee with 
figures showing the income received by Pennsylvania Railroad from 
freight cars on | other lines in the period 1945 to 1954; and, similarly, 
for the same period, what Giatnesie vania paid out for cars during that 
time ¢ 

Mr. Newe.u. You mean on freight revenue or per diem ¢ 

Mr. Puiapincer. Per diem. 

Mr. Neweuu. Yes, we can furnish that. 

Mr. Piarincer. Tell us what Pennsylvania received and what they 
paid out. 

Mr. Newexyi. You want the per diem statement for 1945 ? 

Mr. Piarincer. 1945 through 1954. 

Mr. Neweww. Through 1954. 

Mr. Puarrncer. Yes. 

Mr. Newer. Yes. 

(The information requested follows :) 


Pennsylvania Railroad—Hire ree fre vested cars—Per diem basis 


| | | 
| | 


| Receivable by | Payable by | Receivable by | Payable by 

| Pennsylvania | Pennsylvania | Pennsylvania | Pennsylvania 

| Railroad Railroad Railroad Railroad 

\ | 
1945___. ; $50, 681, 926 $47, 827,006 || 1950 = x $51,422,927 | $57,838,822 
i as | 48, 797, 098 | 45, 992, 230 || 1951____ boos 64, 438,171 | 65, 931, 441 
1947 | 58, 135, 379 56, 632, 563 1952 = | 62, 125, 360 64, 732, 771 
1948___- | 60,625,447 | 64, 384, 747 || 1953 65, 762, 293 | 2, 107, 095 
1949___. --| 35, 839, 596 44, 305, 204 || 1954. ........-.-.-..| 49, 740, 163 | 58. 404, 713 

| 








Mr. Puiaprncer. Does Pennsylvania repair most of its cars in its 
own shops? 

Mr. Newetx. Yes. To my mind, we have never contracted repairs. 

Mr. Piarincer. Have you ever sold any retired cars to the Inter- 
national Railway Car Co., or to the United States Equipment Co. ? 

Mr. Newewu. We have sold 15 to 20 cars, I think, to an interplant 
user in various industries, small orders of 10 to 15 cars. We have 
never sold any cars in volume, unless it has been during the past month. 
This is my first day back after about a month’s vacation. 

Mr. Priapincer. We will accept the statement as of the time you 
went on vacation. 

Mr. Newey. Very well. 

Mr. Piapincer. Does that mean that you sell cars to companies 
engaged in other than the railroad business? 

Mr. Newetn. Yes, cars which we hav e, which are not serviceable, 
and which will no longer meet the ICC requirements but which can 
be used in interplant operation by industry, but they would not amount 
to more than 10 or 15 cars, or maybe 20. 

Mr. Piarincer. But you have never sold cars, about to be retired, 
to a company such as the International Railway Car Co., or the United 
States Equipment Co., and purchased them back after they had been 
a. q 

Mr. Newetu. No; we have never done that. 

Mr. Piarrncer. You do the major overhauling in your own shops? 

Mr. Newe t. In our own shops. 

Mr. Puiaptncer. Do you think that tax amortization has made it 
more probable that the Pennsylvania will purchase rather than repair 
or overhaul ? 
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Mr. Newe.w. I think we will purchase more cars with amortization 
than we would have otherwise. 

Mr. Puapincer. Would it be more likely that you would 

Mr. Newe tv. Let me explain that, when you get your repairs, you 
repair so many cars, $30 or $200, on some classes of repairs, on up to 
the heavy repairs, or rebuilds. I think we will buy more cars under 
amortization rather than having to rebuild more with heavy repairs. 

Mr. Piapincer. What has been your employment situation of your 
repair personnel, your maintenance personnel, during the period of 
tax amortization ? 

Mr. Newe tt. I cannot give you that accurately without figures but 
I question there has been very much fluctuation since 1950 through 
1953, but in the spring of 1f 954, along in February, as has been said, 
there was a drop in business, indicé ating that we might have some drop 
in business, and our total employment on the railroad dropped from 
130,000 down to about 97,000. 

Mr. Prarrncer. Is that just a drop in your maintenance or in your 
total employment ? 

Mr. Newe tt. In the total employment. 

Mr. Piaprncer. How was that reflected in your repair personnel ? 

Mr. Newe i. We cut our repair and our maintenance of way, both. 

Mr. Puiaprrncer. And you said that continued to about when ? 

Mr. Neweu. We started to return those men—the first of this year, 
we put on men on the very heavy hopper-repair program. We got 
something like 5,000 hoppers through anuary, February, and March, 
and there has been a progressive increase in our maintenance and 
equipment costs beginning sometime during the first quarter of the 
year. 

Mr. Pxiapincer. Does the Pennsylvania lease many cars at the 
present time? 

Mr. Newetu. There are no cars leased, other than the one group, 
with which I think you are familiar, we acquired about 4 or 5 years 
ago from the Equitable. 

Mr. Piaprxerr. From Equitable Life Assurance Co. ? 

Mr. Newe x. For their—for credit to our ownership. 

Mr. Prartncer. I see. How did the Equitable acquire them; as a 
result of foreclosure ? 

Mr. Newer. No; they were new cars. 

Mr. Piaprncer. These were through trust certificates ? 

Mr. Warner. These were rentals. 

Mr. Newetu. These were rentals. 

Mr. Piaprincer. You mean the Equitable purchased the cars and 
then they rented them ? 

Mr. Fox. That is right. 

Mr. Meaper. Mr. Newell, how does their rental charge compare 
with the charge made by the railroads? 

Mr. Newett. It is much less, Congressman, because we maintain 
those cars; we are responsible for the maintenance cost. 

Mr. Meaper. At so much per car ? 

Mr. Newetw. Yes. 

Mr. Warner. It is so much per car per day. 

Mr. Fox. It is comparable to railroad financing, except it is through 
a device under which we can obtain 100 percent financing which does 
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not require cash outlay by the railroad. When all is said and done, 
all cost is paid back to Equitable in a period of 15 years, plus interest 
and they end up with the cars, with a usable life extinct, but whatever 
— ) value it has. 

r. Meaper. How many cars are handled on that basis? 

Mr Fox. I cannot answer that question but it is substantial. 

Mr. Meaper. For the Nation as a whole ? 

Mr. Fox. I cannot answer that. 

Mr. Meaper. How many do you have? 

Mr. Fox. About 10,000. 

Mr. Meaper. 10,000? I was wondering if you had any figures. 

Mr. Fox. I do not know that E quitable | has ever made those figures 
public. 

Mr. Piarrncer. Would you know, Mr. Warner? 

Mr. Warner. No. My recollection is that this came in before our 
100 percent financing of condition sale, before that method was deter- 
mined by which they could avoid downpayment. Instead they had 
this lease arrangement, and I would have thought it was about the 
end of 1949, somewhere around that time. 

Mr. Fox. Yes. 

Mr. Warner. It is a means of financing cars without a down- 
payment. 

Mr. Praptncer. Has that practice continued notwithstanding the 
tax-amortization program ? 

Mr. Fox. I do not think that economically, with tax amortization, 
it will work out to the advantage of the railroad. That is our opinion 
anyway. 

Mr. Newetw. I cannot tell you about the timing, but I think you 
would have to go back before the enactment of amortization 

Mr. Warner. Yes. 

Mr. Praprncer. Amortization came in the latter part of 1950. 

Mr. Fox. The contract commitment was made before the tax amor- 
tization 

Mr. Warner. You may have cases where commitments were made, 
even though they were not final in the legal sense, nevertheless the 
railroads could not back out, and if you have any leasing of cars from 
Equitable, in the period of 1950 on, I would be pretty confident that 
it would be because they had commitments prior to that time. 

Mr. Meaper. And Equitable is the owner of the car, or the railroad ? 

Mr. Fox. They own them, yes. 

Mr. Prarrncer. Mr. Newell, coming down to the $64 question, or 
the $64,000 question, it would be today, you mentioned something 
about how the country could get the freight cars it would need in the 
event of an emergency, mobilization emergency, and you referred to 
the Weeks report. 

Do you think that even if the recommendations contained in the 
Weeks report were carried out, that we would get the 436,000 cars 
that we need ? 

Mr. Newe t. I do not think the Weeks report in itself will pro- 
duce a lot of additional freight cars. 

What I was giving you was the number of items which would im- 
prove the situation within the railroads and which would make it 
more nearly possible for them to acquire the additional cars. I can- 
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not speak for the industry itself, but I seriously question whether we 
would feel justified in stockpiling cars for an emergency. 

Mr. Piapincer. Do you think the Government should stockpile 
cars ¢ 

Mr. Nrwe -. I think if anyone is to stockpile cars, it should be the 
Government. One of the suggestions made at various times—well, 
perhaps I am not competent to give testimony on that here. 

Mr. Piarincer. You are aware of the fact that one of the primary 
purposes of the tax amortization program was to meet the mobiliza- 
tion emergency, and apparently it has not provided the incentive to 
the tune of about 180,000 cars, freight cars. 

Mr. Newexu. It may not have provided the incentive to buy cars 
and put them in storage, but I can assure you that so far as the Penn- 
sylvania Railroad is concerned, it has provided the incentive under 
which we are buying more cars than we would otherwise have been 
able to purchase. 

Mr. Meaper. Mr. Newell, is there any way you can tell us how 
many cars you would have purchased during the period of tax amor- 
tization had it not been for such a method of writeoff ? 

Mr. Newe tt. I have a statement here. I cannot tell you exactly 
how many cars, but—and I could not say exactly how many because 
of amortization, but as an overall picture, as to what it has done, I 
gave you a statement at the beginning of the hearing, that before 
amortization, in the 5 years—in the 4-year period, rather, for 1946 
through 1949, our ownership was decreased by 10,000 cars a year. 
And in the 5-year period, 1950 through 1954, we have only decreased 
our ownership by 3,000 cars a year. 

Mr. Fox. I think putting it in a positive way, Mr. Chairman, from 
1946 through 1949, prior to amortization, we acquired 5,059 freight 
cars. From 1950 through 1954, we acquired 27,878 freight cars. 

Mr. Puarincer. But in the same period, your net income increased 
greatly ? 

Mr. Fox. That may be true but you have got to have net income 
before you can get any advantage from your amortization. 

Mr. Piaprincer. I have no argument with that. 

Mr. Fox. And in that time, just to give you some rough figures 

Mr. Puarrncer. Is it not possible that you retired some of those cars 
in the 5-year period ? 

Mr. Fox. I beg your pardon ? 

Mr. Puiaprnecer. Is it possible that you retired so many cars in the 
period of 5 years that you found yourself short ? 

Mr. Fox. I do not think there is a question—I do not think it is a 
question of retiring cars, because we only retire cars when it is no 
longer found economical to repair them. But on the 27,878 cars which 
we acquired from 1950 through 1954, we received a tax credit of $21.5 
million on freight cars, and during that same period of time, in con- 
nection with total cars we acquired, we paid out $54,174,000 cash, so 
that the amortization credit did provide $21.5 million to meet that 
particular bill. 

Mr. Moiionan. Mr. Meader ? 

Mr. Meraper. You acquired 27,878 cars under rapid amortization. 
Can you estimate how many you would have acquired in that same 
period of time if there had been no amortization program ? 
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Mr. Fox. No, sir; all I can say is that we would have had $21.5 
million less with which to acquire cars, because that was the benefit 
that we got from the rapid tax amortization program. 

Mr. Meaper. There is no way you could say you would have ac- 
quired at least 5,000 in the previous 5-year period ? 

Mr. Fox. No; I would not be able to answer that, other than the fact 
that we were able to buy them, which was a primary consideration. 

Mr. Warner. There is one factor I think that was mentioned before 
you came in, Mr. Meader, the fact that the Pennsylvania had cars 
stored in 1952, 1953, and in 1954, running up, I think Mr. Newell testi- 
fied, 14 months ago to 35,000 cars stored. In those circumstances, be- 
cause of amortization and the need for new types of cars—we do not 
match the old with the present cars that are being acquired, they are 
more fitted to the cars that industry needs than the ones that are being 
retired, instead of patching up the ones that are not fitted for indus- 
trial needs—so that in that period we still bought cars, even though 
we had cars stored. So that even through 1954 when we had cars 
stored, we were ordering cars, even though we had cars stored. 

Mr. Puarrncer. Were any part of the cars that were stored, bad- 
order cars? 

Mr. Warner. No. I was only giving the figure which is also in Mr. 
Newell’s testimony ; but I think Mr. Meader was not here, and I knew 
that counsel had asked about it; these were good-order cars, stored, 
for the figures given. None of those were in bad order. 

Mr. Piarincer. How much of that is represented in the total own- 

ership ? 

Mr. Newetu. Thirty-five thousand would be about 20 percent. 

Mr. Piarrncer. About 20 percent ? 

Mr. Warner. Yes. 

Mr. Puapincer. Has there been any time, in your peacetime econ- 
omy, when you were running at 100 percent of capacity ? 

Mr. Warner. I was thinking of 1951, when the emergency 

Mr. Piapincer. What I am getting at is this, in the statement 
reference was made to 90 percent of capacity, and I wanted to know if 
that was not considered pretty good. 

Mr. Newe tt. I do not think we have ever set any goal as to what 
capacity the railroad should have, as far as utilization of cars is con- 
cerned. 

Mr. Prarrncer. That is what I am getting at. 

Mr. Newet. We have had alternatives such as surpluses, and gen- 
eral periods of shortages of cars, particularly in the fall, during the 
grain harvesting season. But here is a statement of shortages be- 
ginning with—— 

Mr. Warner. Starting in 1950, in March, running through the 
amortization period. 

Mr. Newett. In 1950 we had shortages on our railroad per week 
on the average of 600, 200, and 700. 

Starting in April and up until September, August, there were 4,000 
a day. 

We had stored, starting in 1950, beginning in 1950, we had 17,000 
servicable freight cars stored. That dropped to *w here the number 
stored in the middle of March and the shortage of cars in the last of 
March built up to a peak of 4,000 in August; “dropped down to 1,100 
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at the end of the year. And the shortages dropped off spasmodically, 
and in the middle of the year, there were 200, 300, and 400 in the grain 
season, and it dropped down to where there were no shortages in 
November—November 1951—there were no cars stored in 1952. 

In 1952 we had no shortages up until August. We had 13,000 cars 
stored in July. That dropped off in August until we were short about 
1,300 cars for 1 week, during the grain season. That dropped off 
again to zero in November. 

In December we started storing cars up to 6,200 cars, serviceable 
cars. 

The stored cars built up to around 18,000 in the first quarter of 1953. 
That dropped down to around 300 in July, and while we had cars 
stored during the middle part of 1953, we also had car shortages start- 
ing in May and running through October. There were variations for 
several weeks, with shortages up to 200, between 200, 300, for 3 weeks. 

Then besides these shortages, we had shortages of boxcars, includ- 
ing hoppers, and in the heavier cars, the gondolas, and the plain 
hoppers. 

Then with the drop in business in the fall of 1953, the stored cars 
started up in the last week until we had 35,000 stored, and it went 
up to 40,000 in January; dropped down to 31,000 and on up to 36,900 
for the week of April 17, and started dropping off in 1954 to 9,281, 
in September. Down to about 1,500 at the end of the year, and despite 
all of those stored cars in 1954, there were about 10 weeks in the fall 
when there was a shortage of class I boxcars. Then we went up to 200 
a day for about 4 weeks. There was no shortage reported on our 

railroad in 1955 until the week of the 5th of March when we had 34 
reported. At that time we still had about 4,800 cars stored. Again, 
the question was the type of car. We have had no cars stored since the 
first of May, and our shortage a week of the 23d was 1,471 a day, of 
which 985 were boxcars and 475 coal hoppers. We are investigating 
those shortage figures right now, because we question the accuracy 
of some of the shortage figures as reported by some of our people. 
I know from experience as a superintendent in an industry that when 
we report 2 cars short today, they will order 4 for tomorrow and hope 
to get 2. The next day they may order six. I have seen it pyramid 
up to 10 in order to get 2 cars. Two cars would wipe out a reported 
shortage for the day of 10 cars and an accumulated shortage for the 
week of maybe 20 cars. 

When you come to a period of car shortages it is like everything 
else, everybody asks for more than what they expect to get. 

Mr. Piaprncer. Might that not work in reverse ? 

Mr. Newer. Iam not sure. 

Mr. Warner. The cars stored are actual. 

Mr. Piartncer. We have touched on this slightly before. In the 
period from 1945 to 1949 the Pennsylvania Railroad had 19,436,000 
carloadings of revenue freight, while in the period from 1950 through 
1954 the figure was 16,800,000. To what do you attribute this drop 
in carloadings ? 

Mr. Warner. What years were those? 

Mr. Prapincer. $945 through 1949 and, secondly, 1950 through 1954. 
They dropped from 19,400,000 to 16,800,000. 

Mr. Newe ut. I would like to relate that to the net ton-mileage dur- 
ing these periods. During the same period the net ton-miles dropped 
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from about 302 million to about 256 million, but in that period, the 
first period that you picked, 1945 was a hangover of the war years 
and was quite high. You also have 1954 which is the worst year on 
our railroad back to 1940, not including 1940. I could not give you 
the reasons for that decrease without an analysis of the traffic flow 
and what we did have in the way of type of traflic—coal, oil, or mis- 
cellaneous. 

Mr. Puaptncer. Do you have any reason to believe that the Penn- 
sylvania Railroad is constantly losing opportunities to transport the 

ercentage of traffic available; in other words, that a good deal of this 
fas gone over to the truckers, or to other forms of transportation ‘ 

Mr. Newetu. I do not have the information to show that one way 
or the other. My personal opinion is loss of traffic to the trucks, be- 
cause of a shortage of freight cars, is not the most serious thing that 
confronts us. At the present time one of the reasons for the shortage 
of class I boxcars—not only reason—on our railroad is the truck strike 
in the New England territory and the truck strike in Pittsburgh. 

Mr. Piarrncer. Has it come to your attention there is or has been a 
constantly declining balance in traffic shipped by railroad and freight 
being shipped by rail? 

Mr. Newent. There is no question, The figures I have seen indi- 
cate that the percentage of the total traffic that moves by truck, out of 
the total of the country, is increasing. 

Mr. Priarincer. Do you think that is attributable solely to rates? 

Mr. Newe tt. I think that it is attributable to several things. In es- 
tablishing our own truck service, we recognize there is a convenience 
to the shipper that the truck can afford that we cannot give on the rail- 
road. I do think, though, that the advantages that we have been ac- 
cused of crying about by one previous witness, the advantages that 
the competition has that we do not have, are heavy contributors to 
changing the percentage in favor of the trucks. 

I mentioned a case earlier in the testimony. Why should the rail- 
roads be required, our railroad, to spend $300,000 to eliminate a grade 
crossing used by the trucks? We were there long before the trucks 
came along. 

Mr. Piaprncer. Are the trucks the only people using the grade cross- 
ing? Aschool bus might go across too ? 

Mr. Newest. Yes. If we got into a discussion of the relative merits 
of the subsidies and railroads and other forms of competition, we 
would be here a long time, I am afraid. 

Mr. Motionan. Mr. Newell, you stated in the period 1945-49 your 
retirements of freight cars were approximately 10,000 in excess of your 
additions? 

Mr. Newett. Yes. 

Mr. Morionan. And in the period 1950-54 your retirements were 
approximately 3,000 in excess of your additions ¢ 

Mr. Newetu. Yes. 

Mr. Motitonan. Who participates in the conferences that are held 
with regard to the purchase of additional equipment ? 

Mr. Newetu. With regard to the purchase of new equipment for our 
railroad it is generally decided by the president, the vice president of 
traffic, the vice president of finance, the vice president of operations. 
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Mr. Motionan. What are the factors that are taken into considera- 
tion at that time, the principal factors you consider having weight 
in making a decision of that sort ? 

Mr. Newetu. I would say the first factor is the need for the cars. 
It is hard to draw balances as to which is the most important, the need 
or the ability to pay for them. 

Mr. Motionan. What do you base the need for the cars on? 

Mr. Newern. The loadings on our railroad and the money we are 
spending to repair the cars in service. 

Mr. Motionan. You mentioned that as you went into 1940, the eriti- 
cal period from 1940 to 1945, you went in with 20,000 cars which you 
had originally planned to scrap but because of pressing demands you 
rehabilitated them regardless of the excessive costs involved ? 

Mr. Newett. That is right. 

Mr. Motxouan. I assume those 20,000 figured very prominently in 
the numbers that were retired immediately following the war? 

Mr. Newetu. They are included in that 40,000 that I mentioned 
being retired from 1946 to 1949. 

Mr. Motionan. Now, the factors of need for the cars and the factors 
of finance are the two that play an important part? 

Mr. Newey. That is right. 

Mr. Motxtonan. The one dealing with finance is of course the one 
where we enter in—the assistance given by the tax-amortization pro- 
gram. 

There has been a considerable amount of discussion here in previous 
testimony about the interpretation of the word “replacement.” To the 
layman, when you use the word “replacement,” we assume it will be 
something that will replace an existing unit or facility, or whatever it 
may be. I understand in railroad parlance the word “replacement” 
does not necessarily mean the replacement of a unit. 

Mr. Newett. I think that I can clarify that for you by a couple of 
examples. We will retire a hopper car and build a new hopper car, 
but it will be a covered hopper car. We may replace an open top hop- 
per with a covered hopper because if we do not provide the new type 
car for the sand people they will go to the trucker. We have a 
number of boxcars on our railroad that are 40 feet by 9 feet wide by 9 
feet high. It is difficult to find any of the newer plants in industry 
that will use that type of car. They want a car 40 feet by 10 feet high. 
The automobile industry is suggesting the possibility of a 9-foot 4-inch 
car instead of a 9-foot 2-inch car. When you are talking about re- 
placing, you are replacing an old design car with a new type of car 
design. Even the hoppers that we ordered last month, the coal hop- 
pers, we will have a new type truck that will result in less maintenance, 
fewer hotboxes, and those hoppers will replace 50-ton hoppers. 

Mr. Motionan. In the final analysis, replacement actually means 
replacement of one unit used in moving freight for another? 

Mr. Newe.u. Replacing one unit with another unit, but the fact that 
you replace a flatcar with a flatcar does not mean that maybe you have 
not improved the art of transportation. The new flats that we are 
building now will produce a greater transportation job than the flats 

that we have on the railroad now. 

Mr. Mottonan. And that brings us to the relative freight-moving 
capacity of these modern units as compared with the ones we replaced ? 
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Mr. Newe.y. Not only your capacity, but your ability to keep them 
moving. ' 

Mr. Motionan. That comes into your freight-moving capacity— 
freight-loading capacity and freight-moving capacity are two different 
things. 

Mr. Newey. But the two combined give you your transportation 
product. If you have a 50-ton car in lieu of a 75-ton car that you move 
twice as many miles a day, you accomplish 4 times as much transpor- 
tation. 

Mr. Mortxionan. Under the law, the intent of Congress, as I see it— 
and I think you will agree with me—in passing the tax-amortization 
law attempted to accelerate, and make available to industry, additional 
incentives dealing with increasing our defense potential. Of course, a 
very important part of any defense potential is our ability to trans- 
port products. Your position is that in filing your applications for 
tax amortization on these freight cars that you have applied for—and 
I am reading now from tax amortization application 29,159 issued on 
April 15, 1955, the original application having been filed on February 
25 of this year, and your answer to item No. 5 was: “None of the cars 
are replacements”—that so far as you are concerned, you meant that 
was not a replacement of an existing unit of that kind ¢ 

Mr. Newetu. That is right. If those were the 300 covered hoppers, 
they replaced 300 open hoppers. 

Mr. Mottonan. But they were basically a car to move similar type 
merchandise, but just the modern concept of what was needed ¢ 

Mr. Newe.u. A modern car, modern type, not a replacement in 
kind; in name, but not in kind. 

Mr. Motitonan. Did you intend to move a similar type of freight 
that was moved in the outmoded car? 

Mr. Newey. The general commodity would be the same. 

Mr. Motown. The point I am interested in here is finally getting 
to the point where I can ask you this question : Do you feel that the rail- 
roads in availing themselves of the tax-amortization program have 
complied in the fullest sense with the intent of the Congress which 
was that this program should be used only to expand our defense 
protection beyond what it presently might be? We here today are 
interested in our ability to transport, or increasing our ability to trans- 
port. 7 

Mr. Warner. We do not take a similar view of the law as you do. 
I was here in 1950 and 1951 trying to understand what they wanted, 
and the idea that a replacement would not be certified never came into 
it. Whether it is a replacement or not, they took that into account in 
fixing the percentage. And it was understood, both by the Adminis- 
tration at that time, as well as the current one, that freight cars are 
going to be retired and they are going to certify new acquisitions irre- 
spective of whether there are retirements or not. I did not know any- 
one thought that we would stockpile cars in excess of our needs. 

Mr. Mottonan. I think that we all accept this replacement factor 
has been taken into consideration in establishing the goal of 436,000 
cars as being desirable and necessary in order that we might be 
equipped to be prepared to move our freight in the event of an emer- 
gency, and of that 436,000, 240,000 will be replacements in kind, you 
might say, and 196,000 will be new cars. 
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Mr. Warner. The only thing that bothered me—and I read only 
the first day’s testimony—I was not sure where they got the 60,000. 
The Pennsylvania was running at the rate of 10,000 retirements a 
year. It seems to me that 60,000 for the industry might have been low. 

Mr. Motionan. Our figures were taken from the Defense Transport 
Administration. 

Mr. Warner. The 60,000 surprised me with the Pennsylvania 
running 10,000, based on the period 1946 to 1949. 

Mr. Mottonan. We have never questioned the figures of the Defense 
Transport Administration or the Office of Defense Mobilization. We 
have accepted them at face value. We have tried to bring out the 
source of our figures when comparing them with figures submitted 
by the Association of American Railroads, or industry. 

Mr. Warner. It just surprised me that it was 60,000 in view of our 
10,000 a year. 

Mr. Motztonan. According to the figures before us here, for the 
period 1945 to 1949 there were then retired 348,000 cars which would 
be about 70,000, you might say. 

Mr. Warner. That throws the year 1945 in. I was using 1946 to 
1949. 

Mr. Piarincer. Then the retirement would be even higher. 

Mr. Motionan. Actually, in the years 1945 to 1949 your retirements 
were 45,000, 61,000, 71,000, 81,000, and 90,000. They were ascending 
all the time. 

Mr. Warner. You might expect a retirement program higher than 
60,000. That was my point, that 60,000 is a low figure. 

Mr. Motronan. The thing that seems to me important at the 
moment, and I think it is important to all of us, is whether or not the 
railroads have—and I doubt the propriety of using this, but it is the 
only reference to it that I can think of that shows how I am thinking— 
kept good faith in the so-called bargain, we might say, with the Con- 
gress—that we will offer these advantages to you if you will do cer- 
tain things and then we together arrive at a goal of 436,000 cars of 
which 240,000 can be replacements, and properly considered as such, 
but 196,000 of them must be new ears, additions. That is the thing 
that seems to be tremendously important here. I think it is tremen- 
dously important in using the Pennsylvania Railroad as an example. 

Mr. Newey. I do not want to dodge the question, but when you 
come to the intent of the law I will have to confess that is the job 
that we leave up to our tax lawyers. 

Mr. Motrionan. I assume that you gentlemen are qualified to speak. 

Mr. Newet.. I think this is the first that I ever heard of an agree- 
ment that we buy so many cars and retire so many. I understood all 
the way through, from the operating side of the picture, this was a 
goal. We have a lot of goals in the railroads that we do not make 
because of conditions that intervene. For a direct answer to that 
question, I will have to refer you to Mr. Warner. We have to rely on 
him whether we are doing the right thing or not. 

Mr. Warner. From my experience with it, I never heard anything 
that would indicate there was any bargain or any such intention when 
the Senate Finance Committee put this in—which they did you will 
recall between the time of the House committee bill and the Senate 
committee bill, it originated as a tax-reduction bill, and Korea came 
along, and instead of having a tax-reduction bill in 1950, which is 
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what passed the House, it came out of the Senate as a tax-increase 
bill. At that time they were only attempting to stimulate the acqui- 
sition of more cars. It did stimulate them as can be seen by the con- 
sequent fact that the net retirement slackened, and any bargain of 
any sort has never been called to my attention. We have gone through 
all the records we can find. We see no indication anywhere of any 
bargain as to what the railroads should do. 

Mr. Motxonan. I do not think there ever was any formal bargain, 
or even a formal understanding. 

Mr. Warner. Without there being any bargain, I cannot assume 
any bad faith. There was no understanding in the first place other 
than the fact that we were going to try to acquire as many more cars 
as we could and this was to help us acquire them, which we did. We 
slowed down our retirements and it furnished the Pennsylvania Rail- 
road maybe more than other railroads—because of our financial po- 
sition. Because of the wornout equipment and the war effort—we 
needed amortization, and it provided us with the funds to buy these 
cars. 

Mr. Mottonan. I think the atmosphere of bargain, or of under- 
standing, could be very well assumed here if we accept the fact that 
the tax-amortization program was offered to industry for a certain 
purpose, and that — or an important part of it, was to increase 
our transportation to the extent of 436,000 freight cars. 

We even go so far as to say that 240,000 of them shall be physical 
replacements, but 196,000 are to be new cars. 

r. Warner. You have me at a loss because I do not know the 
background that went on in the minds of someone in determining how 
many shall be replaced. How can we have any bargaining relation- 
ship when we do not know what they contemplate ? 

Mr. Motionan. Did any members of the Pennsylvania Railroad 
have any information of a goal established by the Defense Transport 
Administration ? 

Mr. Warner. It is the 60,000 figure that throws me for a loss. I 
am at a loss as to where it came from. 

Mr. Motionan. We are not dealing with the 60,000 figure, we are 
dealing with the 436,000 figure. You have heard of the 436,000? 

Mr. Warner. Yes. 

Mr. Morronan. You knew that 436,000 was in connection with 
the tax amortization program ? 

Mr. Warner. That is right, and it was a lower figure and then it 
was increased through the years. 

Mr. MotitoHan. How can you say that you had no knowledge of 
any such goals ? 

Mr. Warner. We had no knowledge of the retirement features that 
you raised. 

Mr. Prarrncer. Did you have any knowledge that the percentage 
amortizable was based on a replacement factor being taken into 
consideration? You were not entitled to 100 percent amortization 
whereas you would have been had this been a total emergency situa- 
tion. You were only entitled to less than 100 percent. I think it 
started out at 70, then it went to 60, and then it went to 85. 

Mr. Warner. It does not make any difference, but I think the fig- 
ures were 80, 70, and 85. 
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Mr. Piaprincer. You are right. The reason it was not 100 percent 
was because this replacement factor was taken into consideration. 

Mr. Warner. As | understand, they took a lot of features into con- 
sideration, and replacement was not the sole one. 

Mr. Piaprncer. I am not saying it is the sole one. 

Mr. Warner. It is my understanding that replacement was just one 
of the factors. 

Mr. Puapineer. I think that you are right. It is one of the factors, 
but it is a very important factor, or else you would have been allowed 
100 percent amortization. 

Mr. Warner. I do not know how you get the diesels on that basis. 

Mr. Motxonan. We are not talking about diesels. 

Mr. Warner. I do not think it was the sole factor. Dr. Flemming is 
the man to answer that. 

Mr. Piaprncer. You are familiar with the fact that except for com- 
mercial aircraft and freight cars, replacements are not permitted to 
be amortized because amortization of replacements does not reflect the 
intent of the law in that it does not represent an expansion of facilities. 

Mr. Warner. When you have one type of car and you buy a differ- 
ent type of car and the public does not want the type of car you have, 
and you store it, and you have them all stored—if you will notice in 
those figures we had cars stored at the time that there were shortages 
because the public would not use the type—if you will come to the type 
of cars, you will see that we have had an expansion. 

Mr. Puiaprrncer. That may be in specific types of cars. 

Mr. Warner. The nose count does not impress us very much because 
it is the utilization of the cars that makes the difference and not how 
many you have sitting around stored that the public will not use. 

Mr. Praprncer. We get back to another basic question. Are you 
talking about the validity of the goal concept? We are trying to find 
that out from everybody and they say it is fine. We realize that a 
nose count is not the whole picture. Certainly when the nose count 
fails almost totally it must have some significance. 

Mr. Warner. Yes, I think it has some significance, but without the 
funds we cannot buy the cars. 

Mr. Puaprncer. That may be a basic weakness in the tax-amortiza- 
tion program. 

Mr. Warner. Now, as to stockpiling unnecessary cars, we feel there 
that it will have to be done by the Government. We cannot charge our 
shippers rates based upon cars that are stored awaiting another emer- 
gency. We feel that we have met a current emergency pretty well 
because you have had an increase during the period that you needed 
them, and we anticipate you will still need them. 

Mr. Morttonan. What you are saying at this point in substance is 
that the tax-amortization program has failed to reach the goal deter- 
mined to be necessary by the Office of Defense Transport Administra- 
tion and the Office of Defense Mobilization, and that the amortization 
program, having failed, should be scrapped and the Government, if 
it wishes to reach the goal, should purchase and stockpile the required 
number of cars. 

Mr. Warner. Mr. Mollohan, I think the discontinuance of amortiza- 
tion will not provide more cars for the shippers. That is your basic 
problem. You want, as I see it, to supply more cars for the shippers 
and the country as a whole. 
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Mr. Motxonan. Right. 

Mr. Warner. To the extent that amortization has helped roads such 
as ours, you are making it more difficult for us to acquire new cars if 
you terminate amortization. Whether it has been successful or not, 
clearly it has not been in your concept. 

Mr. Motionan. Hasit in yours? 

Mr. Warner. I think it has been partially successful. In other 
words, I think you are much better off than you would have been, 
which I think you have heard from all the railroads or railroad-type 
witnesses. 

Mr. Motionan. I do not believe that we have had a witness yet say 
that there has been a single car purchased that would not have been 
purchased otherwise. 

Mr. Warner. I think that you could tell from our figures we could 
not afford to purchase them. Where would the money come from? 
Your money has provided us with the sum of approximately $20 mil- 
lion. We have spent $54 million. Where would we get the $20 million 
if we did not have amortization ? 

Mr. Motionan. According to our records here, in the 5-year period 
from 1945 to 1949, the net earnings of the Pennsylvania Railroad 
amounted to $127,352,000. In the 5 years from 1950 to 1954 they 
amounted to $184,700,000, or an increase of about 50 percent. 

Mr. Warner. But still a very low return or an investment of $2 bil- 
lion to $2.5 billion. It is nothing compared to other industries. 

Mr. Motionan. I am in no position to comment on that. Speaking 
relatively, if you are to use the period from 1945 to 1949 as being the 
most reasonable business years—and we also know traditionally that 
railroads have never made a great return on their investment 

Mr. Warner. 1945 is the year that bothers me. 

Mr. Motionan. Certainly the last 5-year period was a good one, 
and you understand that does not reflect the benefits that have been 
received by reason of the tax-amortization program. 

Mr. Neweu. Out of those profits will have to come some money to 
pay for cars we have bought in previous years. 

Mr. Motionan. I assume that all of your money is to come from 
crofits. 

Mr. Newe tu. We have a depreciation account that helps out in that 
respect. 

Mr. Motionan. A tax-amortization program plays an important 
part in that depreciation account. In other words, if you had a lower 
percentage of tax amortization than you have now, your net income 
would be greater; would it not ? 

Mr. Warner. I want to be sure on one thing. 

Mr. Mottonan. Answer the question first, if you please. 

Mr. Warner. The amortization is not deducted from the net income 
on railroads. In other words, you have the tax effect in there increas- 
ing the net income. You do not have the offsetting deductions of twice 
that amount in the railroads. 

Mr. Piaprncer. You have an offset in the lesser amount of taxes 
that are paid. 

Mr. Warner. That is right, which inflates the net income. Is that 
right? 

Mr. PLarincer. Yes. 
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Mr. Warner. So that is one of the features that increases your net 
income this period. The amortization did increase our net income. 

Mr. MotiowHan. You do not mean from the standpoint of your 
report ? 

Mr. Warner. Yes, I mean as far as the stockholders’ report is con- 
cerned and the ICC report, it differs from other industries. In other 
industries you have the deduction of say $50 amortization and a tax 
credit of $25 (using the 50 percent tax rate). In the railroad industry 
you have the $25 figure in there, the reduction in the taxes, but you do 
not have the $50 charge. 

Mr. Piaptncer. Are you saying now that you submit a different re- 
port to the stockholders than you submit to the ICC ? 

Mr. Warner. No. That is ICC accounting. The ICC order came 
out that the amortization charge was not to be reflected in the ac- 
counts; therefore, you see the railroad stating in almost every annual 
report that their net income is overstated to the extent of this figure, 
or inflated might be a better word. I did not mean anything repre- 
hensible in view of the fact it is an order of the ICC. Therefore, our 
income picture is stated better than it really is. 

Mr. Puapincer. Is not that so with regard to any of the industries 
that receive amortization ? 

Mr. Warner. No, because they have the deduction in there for the 
amortization; in other words, the charge of the $100 that I used in 
my illustration. Maybe I confused my figures. Let us say that the 
depreciation, or the accelerated amortization charge is in there re- 
ducing that income. Then they come back up half way with the tax 
effect. The railroads come up without having the deduction. There- 
fore, we are in a worse position than most people think we are. 

Mr. Morionan. I am not quite sure that I am clear on that. 

Mr. Warner. I will be glad to take that up with Mr. Plapinger 
later. 

Mr. Motionan. If we accept the proposition that a railroad car 
has a life of 25 years—and I know that that is not right—but I would 
like to use 25 years in order to reach an even figure—and our tax- 
amortization percentage is 80 percent, that means that in the first 5 
years of the life of that car we will take off 80 percent of the depreci- 
ation. Now, what did the new tax law of 1954 do with relation to 
freight cars? Say the tax-amortization program would be wiped out 
now, where would that throw you under the 1954 tax law ? 

Mr. Warner. The rule of thumb on declining balance is that you 
write off two-thirds of the cost over one-half the life. That gives you 
something to work with. 

Mr. Motionan. This would mean here that for the first 5 years of 
the life of that car our depreciation would be at the rate of 20 percent, 
or rather 16.23 percent, and then thereafter, for 20 years you would 
have 20 percent of it and your depreciation would be at the rate of 
1 percent. 

Mr. Piarrncer. Mr. Chairman, a part of the 20 percent would also 
be amortized during the 5 years, so you would have slightly more than 
80 percent. 

Mr. Warner. You would have amortization on 80 percent, you 
would have normal depreciation on the remainder, which in this case 
is the 20. 
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Mr. Motionan. What was the percentage that you said awhile ago? 

Mr. Warner. The rule of thumb that I knew was 66 percent over 
one-half the life. 

Mr. Piarrncer. What about the sum of the years digits method ? 

Mr. Warner. I have no rule of thumb on that. I would assume 
that it would come out a little higher. It fluctuates, in other words. 
I would think that at the end of half the life you would have a higher 
percentage writeoff. That is my understanding. It is a very com- 
plex method. 

Mr. Motxonan. Is there enough difference between this new de- 
preciation schedule permitted in the tax-revision law and the tax- 
amortization provisions of the present law to make a marked distinc- 
tion between the decision that might be made by railroads in making 
purchases ? 

Mr. Warner. I would say so, yes, but there are two factors involved 
in that. One is how critical is the railroad involved with regard to 
its cash situation and its net income. The second, and perhaps it is 
the same as the first 

Mr. Moxtionan. I think that we all understand unless the peacetime 
economy demands made on the railroads, assuming we are in a peace- 
time economy, require the purchase of cars they are not going to be 
purchased just for stockpiling purposes. 

Mr. Warner. That is our position, sir, speaking for the Pennsyl- 
vania Railroad. 

Mr. Motionan. To meet an emergency situation, or be prepared to 
meet an emergency situation, to that extent our tax-amortization pro- 
gram must have failed. 

Mr. Warner. If that was one of its purposes then it has failed. 

Mr. Motionan. If that was one of its purposes? 

Mr. Warner. Yes. 

Mr. Motitonan. What was the purpose if it was not to meet an emer- 
gency situation ? 

Mr. Warner. Yes, but I thought the defense effort was the primary 
thing that we were thinking of, rather than, as I have the feeling, you 
are thinking of, world war LIT. 

Mr. Motitonan. But the main thing was to provide for the 
emergency ? 

Mr. Warner. Yes, but I thought the defense effort was the primary 
thing they were thinking of. 

Mr. Mottonan. Well, I do not think there was any doubt in any- 
one’s mind but what this was a program which was looking toward 
the demands of the emergency. 

Mr. Warner. I think so. I think it is just the degree of emergency 
is the difference. I think that in 1951, we were thinking in terms of 
an emergency, and I think that the freight-car shortages and the prob- 
lems of 1950 and 1951 were very real, and at that time we were think- 
ing of meeting the current problem, problems of the Korean war and 
those that went with the Korean war. 

Mr. Motxonan. And I think it is quite obvious to all of us that the 
tax-amortization program was intended to accelerate and better pre- 
pare industry for the emergency. 

Mr. Warner. Oh, yes, I agree. 

Mr. Mottoman. And on a broader scale than what we have faced 
up to that time. 
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Mr. Warner. We are right together on that. The only thing that 
I have a feeling we differ on is that I have the impression that maybe 
your thought was that the amortization program was to provide stock- 
piling of cars. 

Mr. Motionan. It depends upon what you mean by stockpiling. 
In the sense that I think you are speaking of stockpiling, certainly I do 
not think that is correct; but I think of it in terms of car use. You 
may have 100,000 cars, and you have a percentage of use, which un- 
doubtedly revolves around in your thinking somewhere. In other 
words, you may only haul freight 80 percent of your time on these 

cars, and by adding 10,000 additional ears 

Mr. Warner. I think 80 percent would be more utilization—per- 
haps I should not answer that question, I am sorry. 

Mr. Motionan. Well, it is strictly a figure which I use for illustra- 
tion, but if you had 10,000 more cars, and you say 100,000 cars will 
not take care of your requirements in the event of an emergency, but 
that 110,000 will, it is my feeling that a part of the intention was that 
the 100,000 fleet, active fleet, would be increased up to 110,000 with the 
firm knowledge that the car use, the use of cars, would probably be 
reduced to 77 percent or 78 percent. And that was the reason for the 
tax amortization program. 

Mr. Warner. I guess we are not together. 

Mr. Motiouan. But I would like to get together if we can. 

nae Warner. On the other hand, it is not my impression that stock- 
piling 

Mr. Motitonan (interposing). Your understanding then of what 
we were doing, when we created the tax amortization program was to 
provide stockpiling of cars; is that correct ? 

Mr. Warner. That isn’t mine. 

Mr. Motorman. That isn’t mine, either. 

Mr. Newe tt. I think it is my understanding, in the last 3 years, 
and the general impression of the railroads, that the amortization 
program furnished the incentive for the railroads to buy more cars 
and equipment than they otherwise would have purchased. And that 
the figures you have mentioned, which I have heard about, were the 

oals. 

¥ Mr. Morionan. At the time of the hearings here, I read this the 
other day, and I read it because he played a very active part in devel- 
oping this program, and the Senator was, in fact, one of the moving 
forces, you might say, for putting this legislation through the Senate. 
This is the statement made by Senator Millikin on September 1, 1950, 
and appears at page 1415 of volume 96 of the Congressional Record, 
and I quote: 


This amortization schedule is placed in effect in order to persuade the industry— 
and he was referring to industry— 


to build another plant to take care of the Nation’s need in time of war, so we 
see the need for making provision for building new plants. 

If we follow Senator Millikin’s expression as being the sense and 
intent of the Congress, it certainly was not necessarily just to improve 
or modernize existing facilities, but rather to expand and to even add 
to facilities, and certainly it was intended to expand the present po- 
tential of our production capacity of plants, or whatever they may be 
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called, and I think that was taken into consideration when the fact of 
replacement was injected into this goal, in establishing the number of 
freight cars that would be needed. It has been positively demonstrated 
here and testified to, that 240,000 was the figure that was accepted as 
being proper in this instance. ' 

Mr. Newey. Whatever the intent of the Congress, when it passed 
the tax amortization measure, may have been, I would still like to 
reiterate that the removal of amortization certainly would not con- 
tribute to the building of any more cars. In fact, it will decrease the 
incentive to build as many as are being built. We get to a negative 
picture when we consider 

Mr. Motxonan. There is not now, Mr. Newell, nearly as much differ- 
ence between the existing depreciation schedules that were available 
to you in 1950, at the time this act was passed, and the difference that 
exists today after this new schedule was developed. 

Mr. Newewu. As of the particular time this went through: A year 
ago if we had been in here with 30,000 cars stored and we were looking 
for business, and in May, with $9 million in the red—this has been a 
tremendous upturn in business, and 6 months from now, based on the 
action that the railroads took in Chicago in June, and made possible by 
amortization, and made possible by new business conditions, the pic- 
ture should be entirely different. You cannot change an industry as 
big as the railroads overnight, from a shortage to surplus and shortage 
back. 

Mr. Mort1onan. I think that is illustrated here by the fact that in 
1951, you filed applications for 11,960 new cars; in 1952, application 
for 5,000 cars; in 1953, 392 cars; in 1954, 200 cars, and up until June 
of this year, 300 cars. But in the 2 weeks, July 7 to July 15, you filed 
application for 13,400 new cars. 

Mr. Warner. I see Mr. Newell’s position 

Mr. Motown (interposing). And that is 80 percent of all of the 
applications applied for in the previous 514 years. 

Mr. Warner. Mr. Newell can tell you about the discussions which 
went on in the first quarter and maybe the second quarter leading up 
to the June 24 meeting, which probably has been mentioned earlier. 

Mr. Motionan. In Chicago. 

Mr. Warner. Yes; and it was out of that Chicago meeting that the 
agreement among the railroads was reached, and I was not actually 
familiar with the terms of it, to buy more cars, to acquire them. 

Mr. Newe t. As I brought up a moment ago, we were going to ac- 
quire more cars, but we were not prepared to announce that day how 
many, but out of this 2 or 3 days’ meeting in Chicago, we definitely de- 
cided on this program, this car program, but in addition to the purchase 
of new cars, Mr, Chairman, we increased our repair program some $16 
million in the last 6 months of this year. That all enters into the pro- 
gram, because when you spend your money for repairs, you cannot 
spend it for new cars. There is a very fine balance as to when you are 
going to spend your money on repairs and when you are going to 
spend it on new cars. Maybe I was—but from a financial standpoint, 
it comes out of very nearly the same cash. 

Mr. Mrinswary. I hope when you think of your repair program, 
you will do a little bit of work between Washington and Cleveland. 
Have you ridden that road lately ? 
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Mr. Newe .. I will be over it in 2 weeks. 

Mr. MinsHatu. Well, do not prepare to go tosleep. 

Mr. Mouionan. Is there not some significance, Mr. Newell, in the 
fact that in the first 5 months of 1955, the total number of certificates 
that were filed, or rather the number of new cars that were applied 
for in the applications for certificates of necessity was 7,169, and 
during the month of June of 1955, there were 4,584 cars provided for 
in the new applications, but in the period July 1 to July 25, there have 
been certificates or applications of certificates filed in the amount of 
44,644, Now since the interest of this committee in this program has 
been made public, and since the statement of Secretary Humphrey, at 
least, his attitude in the need for curtailing the program, has it not 
made for more rapid application of certificates, an activity directly 
associated with expansion of orders, than that directly associated with 
the expansion of the defense potential ? 

Mr. Newetx. Well, Mr. Chairman 

Mr. Motionan. Go ahead. 

Mr. Newexx. I cannot answer for the railroads of the country as a 
whole but I can say that I have lived right through this in the last Z 
years very closely and we anticipated very good business this year, 
and it has gone even further than our forecasts, and we inaugurated 
a very heavy repair program, particularly on hoppers in the first 3 
months of the year, waiting to see what happened to this business 
situation, before we required any more cars. We had a small program 
of our own, and unfortunately there were a thousand cars out of this 
year’s program that were placed in the service this year, which you 
have on your last year’s table which shows an overlap. 

Mr. Motiowan. Yes. 

Mr. Newewu. We repaired 5,000 hoppers, and that went along with 
an additional thousand gondolas of new cars. 

Now, the shortages did not start hitting us badly until along in 
April and they went up pretty fast in April and May. We had our 
plans; that is, we were making plans as to what we would require, 
waiting for the vice president to get the money. And then I think 
you are always going to find someone in the railroad business who is 
looking for someone to produce incentives, and while we had these 
equitable cars that we spoke about a while ago, I think that about 80 
percent of them were off our railroad. 

Mr. Motionan. How many of the cars of other lines did you have 
on your railroad ? 

Mr. Newriu. We had our share of them too, but what I was trying 
to get at, a lot of our new cars were off line—and we think that we 
were using a lot of their old ones. 

But in talking to us, as one of the leading railroads—basically this 
is a problem for the whole railroad industry and as we move forward, 
and I think with the cars we have ordered, we provide about 10 percent 
of the country’s need, and we think that we will get ours a little earlier 
than the rest. 

Mr. Motxtonan. You mean the 13,400 new cars? 

Mr. Newet.. The 80,000, and when we have an application for 
13,000-—— 

Mr. PLaprncer. You mean 8,800? 
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Mr. Newer. Yes. The 13,000 application we have in—several thou- 
sand of these have not been actually ordered yet. 

Mr. Moxionan. That is right. This is your intent and purpose? 

Mr. Newe tu. Yes. 

Mr. Motxowan. So far as you are concerned. 

Mr. Newe tw. The figure I gave of 8,800, those actually on order. 

Mr, Motxonan. Now, I believe it was Mr. Ward a minute ago who 
said that he had some 6,000 on application for certificates of necessity 
pending. 

Mr. Warp. No, we have certificates pending for 13,400. 

Mr. Motxonan. That is what I am talking about. 

Mr. Warp. But 6,000 of them have not been ordered. 

Mr. Motionan. You have on order, but some of them you just 
anticipate you will get on approval of the orders. 

Mr. Warp. That is correct. 

Mr. Mottonan. Mr. Newell, were you present at the conference at 
which you determined these additional cars should be ordered, or, 
rather, that the application should be made for these new cars? 

Mr. Newe tt. No, I was not. 

Mr. Motxonan. I believe one was filed July 7 for 3,200; another was 
filed July 15 for 1,020. 

Mr. Newetu. I was not present. 

Mr. MotioHan. Were you present, Mr. Ward? 

Mr. Warp. Yes. 

Mr. Motionan. What consideration was given at that time to the 
attitude of Secretary Humphrey? Was it the feeling of the group 
that they had better get in while this amortization program was avail- 
able, or whether it was in the best interest 

Mr. Warp. No, it was not. 

Mr. Mottonan. What I am trying to determine here is whether or 
not there has been any change of attitude by virtue of Secretary 
Humphrey’s emphasis on whether or not there was necessity for the 
extension of this program. 

Mr. Warp. No. The feeling was that we needed the cars. In fact, 
the feeling was that it may be eliminated, and it was my impression 
that it would be continued. 

Mr. Motionan. How important was it, Mr. Ward, that the tax 
amortization program was available, for some percentage of this 
program ; how important was that in that program ? 

Mr. Warp. Very little. 

Mr. Motionan. Very little? 

Mr. Warp. Very little. 

Mr. Motxronan. In other words, the purchases would have been 
made, even if tax amortization might not be available? 

Mr. Warp. When I said very little, I was responding to your ques- 
tion as to what part it played, the fact that it may be eliminated, and 
it played very little part in that decision. Not the fact that it was not 
considered, because—and we always take amortization into con- 
sideration in being able to amortize over a period of years. 

Mr. Motiowan. Then what actually did take place; what part 
actually did it play, the fact that amortization was available? 

Mr. Warp. Well, it is hard to say just how much it would have 
been—it was considered—— 
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Mr. Mor1onan. Would it be your opinion that this 13,400 applica- 
tion would have been reduced without tax amortization ? 

Mr. Warp. In my opinion, it would have been if tax amortization 
were not available; it would be. 

Mr. Mottonan. In your opinion, to what extent ? 

Mr. Warp. I cannot say exactly. 

Mr. Mortonan. I think it involved possibly the question of finding 
out what percentage of this could have been handled without the bene- 
fit of tax amortization. 

Mr. Fox. I think that is correct. We would have had to take into 
consideration the 8,800 cars already on order. We would have had 
the financial situation firm on all but 3,000 of them. And we had a 
tentative commitment on those 3,000. 

Now, as far as the 6,000 are concerned, we thought that they could 
be placed, but there we would have to take a look at our ability to pay 
in regard to whether or not—well, in regard to whether or not the net 
income we have, and the net income depends upon the extent to which 
we get credit for tax amortization. 

Mr. Motironan. Anything further? 

Mr. Piapincer. Mr. Chairman, here is a letter dated July 26, 1955, 
from the National Rural Electric Cooperative Association, with at- 
tached exhibits, which I request be inserted in the record. 

Mr. Mottonan. Without objection, it is so ordered. 

(The statement referred to follows:) 

NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 


Washington, D. C., July 26, 1955. 
Hon. Rosert H. MoLLouan, 


House Office Building, Washington, D. C. 


Dear Mr. MOLLOHAN: By resolution the National Rural Electric Cooperative 
Association is opposed to the accelerated tax amortization program as being an 
unjustified subsidy to private electric utilities, a burden on electric consumers, 
and a threat to public and cooperative electric systems. This program has al- 
ready made available to the private electric utilities interest-free loans in excess 
of $840 million and a total subsidy in excess of $2.9 billion. Under the new pro- 
gram announced by Administrator Flemming in April, this total subsidy will rise 
to a total in excess of $6 billion. 

Attached is a copy of our brief to the Federal Power Commission on this mat- 
ter and the copy of our latest analysis of the amount of subsidy involved through 
1958. 

We would appreciate your including this letter and the related data in the 
report of your Committee. 

Sincerely, 
CLAY L. CocHRAN, 
Director, Legislation, Research and Management Department. 


RESOLUTION 8-I, NRECA ANNUAL MEETING 1955 


From: Resolutions Committee. 
Subject: Accelerated Amortization. 


Whereas the accelerated tax amortization provisions of the Federal Internal 
Revenue laws have, in recent years, resulted in interest-free loans from the 
United States Treasury to private corporations totaling many billions of dollars, 
including interest-free loans to the private electric companies of more than 
$840 million with ultimate benefits exceeding $2.9 billion : and 

Whereas the new Federal Internal Revenue Act contains very liberal depre- 
ciation provisions over and above the special provision for accelerated tax 
amortization : and 

Whereas accelerated tax amortization provisions strike at the heart of the 
principle of equality of sacrifice in time of war, and promote monopoly and 
unfair competition in war and peace : Now, therefore, be it 
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Resolved, That the Congress repeal the section of the Internal Revenue Act 
of 1954 authorizing accelerated tax amortization, that the Congress reject the 
Dondero bill making accelerated tax amortization retroactive, and that in the 
future no such provisions be inserted in the Federal tax laws. 


W. O, CoLEMAN, Secretary. 


Estimated value of accelerated depreciation certificates, interest free loans and 
other subsidy benefits to private electric companies from June 9, 1951, through 
Dec. 30, 1953 (application under the electric power goal was suspended on 
Dec. 3, 1953) 


Amount 
certified for 
accelerated 


Total sub- 
sidy up to 
| 3344 years at 


Amount of 
interest 
free loan 


Name of company 














depreciation | 6 percent 
dua ee = - oleate Sanineninaals acai — a -" ' 
Alabama Power Co. lies $48, 838, 000 $21,586,396 | $73, 382, 826 
Appalachian Electric Power Co- n= ‘ 67, 433, 000 29, 805,386 | 101, 323, 23: 
Arizona Edison Co., Ine ; : 66, 000 29, 172 | 99.1 
Arizona Public Service Co bee 11, 300, 000 | 4, 994, 600 | 16, 979, 113 
Arkansas- Missouri Power Co__--------- ‘ 71, 000 31, 382 | 106, 683 
Arkansas Power & Light Co_----------- 33, 812, 000 14, 944, 904 | 50, 805, 113 
Atlantic City Electric Co 7 ; 7, 625, 000 3, 370, 250 | 11, 457, 145 
Black Hills Power & Light Co_..--_--- 71,000 31, 382 | 106, 683 
Boston Edison Co. _- Ee estas : : 12, 055, 000 5, 328, 310 18, 113, 559 
California Electric Power Co 2, 675, 000 | 1, 182, 350 4,019, 392 
California-Oregon Power Co-__--- 24, 000 &, 629, 608 29, 336, 302 
Carolina Power & Light Co 5 54, 000 10, 455, 068 35, 541, 942 
Central Arizona Light & Power Co. , 000 38, 896 132, 227 
Central Hudson Gas & Electrie__- 5, 000 1, 938, 170 6, 588, 798 
Central Illinois Electric & Gas___- 006 1, 913, 860 6, 506, 156 
Central Illinois Light Co a , , 900 2, 377, 076 8, 080, 856 
Central Illinois Public Service Co-_-_-_- 1, 705, 000 753, 610 2, 561, 893 
Central Kansas Power Co : ei 1, 187, 000 524, 654 1, 783, 558 
Central Louisiana Electric Co-- 3, 785, 000 1, 672, 970 5, 687, 252 
Central Maine Power Co aah. 13, 785, 000 6, 092, 970 20, 713, 016 
Central Power & Light Co. (Texas) 14, 018, 000 6, 195, 956 21, 063. 116 
Central Vermont Public Service Co ; 1, 187, 000 524, 654 1, 783, 558 
Cincinnati Gas & Electric Co__- ; 30, 845, 000 13, 633, 490 46, 346, 969 
Citizens Utilities Co. (Connecticut) ‘ 273, 000 120, 666 10, 203 
Cleveland Electric Iluminating Co__---.--- c ; 58, 674, 000 25, 933, 908 88, 162, 168 
Commonwealth Edison Co Ea 156, 000 68, 952 234. 402 
Connecticut Light & Power Co__------ 12, 772, 000 2 
Connecticut Power Co : 1, 504, 000 
Consoliated Edison Company of New Y ork _ 51, 106, 000 
Consoliated Gas & Electric Light & Power (Maryland) 24, 939, 000 
Consumers Power Co. (Michigan) --- ebiieiad 28, 104, 000 
Dallas Power & Light Co..............- ea , 12, 974, 000 
Delaware Power & Light Co-_-.__-- 5, 360, 000 
Derby Gas & Electric Co. (C onnecticut) -___- , 150, 000 


Preteens Wnt O60. 2c. 25... es bece ks ook 65, 532, 000 
a Peso mice. C0......o. - ~~. nse sn. ws : ‘ 3, 243, 000 
Electric Power, Inc. (c onnecticut)_._.-.---_- 3, 904, 000 
Empire, District, The (Kansas) - - -__- 2. 784, 000 





Florida Power & Light Co-..........--- as 20, 765, 000 

Florida Power Corp------ aU aa ERs Oh Ss ee ee 14, 420, 000 

Frontier Power Co ; 198, 090 

Georgia Power & Light Co____.-_-- A 2 4 212. 600 . ’ 

|’ Le Saar ree . = 45, 908, 000 20, 291, 336 67, 980, 278 


oe a See 
Gulf States Utilities Me te. es 
Hartford Electric Light Co_-_---..--- a 
Houston Lighting & Power Co_.......-__-- 
SOR TOWS OG s5 60d. 2 occ cu. ics 


261, 000 5, 419, 362 18, 423, OR9 
3, 000 11,5 39, 361, 491 
75, 000 3, 52 11, 983, 047 
753, 000 10, 35, 690, 697 
27, 000 4, 785 16, 268, 395 





Illinois Power Co.__---- Oe eee ee ; ‘ 79, 000 5, 18, 900, 909 
Indiana & Michigan Electric ick, 37, 222, 000 16, 55, 928, 899 
Indianapolis Power & Light Co--- , : 10, 121, 000 4, 15, 207, 576 
Iowa Electric Light & Power Co__-...__-- 6, 541, 000 2. 9, 828, 352 
Iowa Power & Light Co_..----- ; ; : 9, 561, 000 ‘§ 14, 366, 133 
Iowa Public Service Co-__-_--- 3 3, 919, 000 1, 5. S88, 597 
Iowa Southern Utilities Co as 3, 483, 000 1. 5: 5 233. 474 
Kansas City Power & Light Co entities 7, 535, 000 3, 330, 470 11, 321, 913 
Kansas Gas & Electric Co 15, 077, 000 6, 664, 034 22, 654, 344 
Kansas Power & Light Co.......----. - ey 6, 584, 000 2, 910, 128 892, 963 
Kentucky Utilities Co 7 — 6, 031, 000 2, 665, 702 9, 062, 038 
Kentucky-West Virginia Powe ea eS see 835, 000 369, 070 1, 254, 651 
Knoxville Power Co-- dhe ie acthaintde 661, 000 292, 162 993, 203 
Lake Superior District Power Co. (Wisconsin) __- 1, 148, 000 507, 416 1, 724, 958 
Long Island Lighting Co TE a x Bi 27, 687, 000 12, 237, 654 41, 601, 833 


Louisiana Power & Light Co...-...-........--- sad 20, 809, 000 





31, 267, 112 


Marietta Electric Co- cs ccecber edie aaa eeas bite ui 49, 000 21, 658 73, 626 
Michigan Gas & E lectric Co___- . ; 14, 000 6, 188 21, 036 
Minnesota Power & Light Co F i kt) Gotta wtaiacaeal 8, 921, 000 3, 943, O82 13, 404, 484 





67504—55 
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Estimated value of accelerated depreciation certificates, interest free loans and 
other subsidy benefits to private electric companies from June 9, 1951, through 
Dee. 30, 1958 (application under the electric power goal was suspended on 
Dec. 3, 1953)—Continued 


Total sub 

sidy up to 
33% years at 

6 percent 


Amount 
certified for 
accelerated 
depreciation 


Amount of 
interest 
free loan 


Name of company 


Diteetesies Pater tt GI G0 oon iciiccwnncnncncanccccencoacas $19, 999, 000 $8, 839, 558 $30, 050, 026 
Mississippi Power Co coe akaane aes pia ein nicagaradensioniee 8, 583, 000 3, 793, 686 12, 896, 613 
Missouri Public Service Co_____- 1, 458, 000 644, 436 2, 190, 756 
Monongahela Power Co 16, 308, 000 7, 208, 136 24, 504, 016 
Montema-ramnts Utes C0... 21. cei... eee 3, 040, 000 1, 343, 680 4, 567, 832 
Montana Power Co____- hat 1, 535, 000 678, 470 2, 306, 455 
Nantahela Power & Light Co ‘ 5, 156, 000 2, 278, 952 7, 747, 284 
New York State Electric & Gas : os 24, 472, 000 10, 816, 624 36, 771, 050 
Niagara Mohawk Power Corp---- 36, 817, 000 16, 273, 114 55, 320, 355 
Northern Indiana Public Service Co_- 46, 000 197, 132 670, 149 
Northern States Power Co. (Minnesota) 22, 230, 000 9, 825, 660 33, 402, 273 
Northern States Power Co. (Wisconsin) 626, 000 276, 692 940, 613 
Northern Virginia Power Co................-.--..-.-. cabins 64, 000 28, 288 96, 165 
Ohio Edison Co f 37, 697, 000 16, 662, 074 56, 642, 623 
Ohio Power Co 82, 869, 000 36, 628, 098 124, 517, 004 
Oklahoma Gas & Electric nding ant aishen tihetinb huey ine mawinieem 7, 788, 000 3, 442, 296 11, 702, 065 
Pacific Gas & Electric Co-_- 102, 568, 000 45, 335, 056 154, 116, 257 
Pacific Power & Light Co. ( Oregon) : 19, 628, 000 8, 675, 576 29, 492, 570 
Pennsylvania Electric Co_- 24, 252, 000 10, 719, 384 36, 440, 483 
Pennsylvania Power & Light Co 41, 358, 000 18, 280, 236 62, 143, 555 
Pennsylvania Power Co 4, 648, 000 2, 054, 416 6, 983, 975 
Pennsylvania Water & Pow er Co 6, 772, 000 2, 993, 224 10, 175, 447 
Philadelphia Electric Co ‘ 52, 875, 000 23, 370, 750 79, 448, 727 
Es I encoun ehkihamunwabennt ; 18, 635, 000 8, 236, 670 28, 000, 511 
Potomac Edison Co | 6, 115, 000 | 2, 702, 830 | 9, 188, 255 
Potomac Electric Power Co 18, 399, 000 8, 132, 358 27, 645, 903 
Potomac Light & Power Co 616, 000 72, 272 925, 587 
Public Service Company of Colorado 17, 138, 000 7, 574, 996 25, 751, 154 
Public Service Company of Indiana_ 31, 370, 000 13, 865, 540 47, 135, 822 
Public Service Company of New Hampshire 9, 106, 000 4, 024, 852 13, 682, 461 
Public Service Company of New Mexico... 5, 872, 000 2, 595, 424 8, 823, 129 
Public Service Company of Northern Illinois 863, 000 381, 446 1, 296, 723 
Public Service Company of Oklahoma. 11, 398, 000 5, 037, 916 17, 126, 366 
Public Service Electric & Gas of New Jersey...............--- 35, 684, 000 15, 772, 328 53, 617, 936 
Rockland Light & Power Co. (New York) 9, 498, 000 4, 158, 336 14, 136, 239 
South Carolina Electric & Gas Co 1, 733, 000 | 765, 986 2, 603, 965 
South Carolina Generating Co ’ 20, 131, 000 | 8, 897, 902 30, 248, 366 
Southern California Edison Co-_-- ‘ 34, 607, 000 15, 296, 294 51, 999, 662 
Southern Indiana Gas & Electric Co 5, 280, 000 2, 333, 760 7, 933, 603 
Southwest Gas & Electric Co. (Louisiana) ieee 8, 091, 000 3, 576, 222 12, 157, 346 
Southwest Public Service Co- - 29, 885, 000 13, 209, 170 44, 904, 496 
Texas Electric Service _- 14, 084, 000 6, 225, 128 21, 162, 286 
Texas Power & Light Co ¥ 30, 787, 000 13, 607, 854 46, 259, 820 
Toledo Edison Co__-. 18, 468, 000 8, 162, 856 27, 749, 582 
Union Electric Company of Missouri ; 25, 709, 000 11, 363, 378 38, 629, 737 
Union Electric Power Co. (Missouri) 4, 037, 000 1, 784, 354 6, 065, 901 
United Mluminating Co ; 4, 665, 000 2, 061, 930 7, 009, 519 
Upper Peninsula Power Co----- Vex epNE esse’ 75. 000 33, 150 112, 693 
Utah Power & Light Co 212, 000 93, 704 318, 546 
Virginia Biectrie & Power Oo... «<<<... cccccnccccccceunus zi 58, 470, 000 25, 843, 740 87, 855, 642 
Washington Water Power wt a | 30, 020, 000 13, 268, 840 45, 107, 344 
West Pennsylvania Power Co. ..........-..----.---.---.-.---| 11, 099, 000 4, 905, 758 16, 677, 096 
West Texas Utilities Co___- btetstawEene 7, 715, 000 3, 410, 030 11, 592, 377 
Western Light & Telephone Co. (Kansas). . saat Gstcre Seana 3, 033, 000 1, 340, 586 4, 557, 314 
Western Massachusetts Electric Co-- mavens share’ vheaien 2, 903, 000 1, 283, 126 | 4, 361, 979 
Wheeling Electric Co____- 441, 000 194, 922 662, 636 
Wisconsin Power & Light Co___.........------- : | 15, 423, 000 6, 816, 966 23, 174, 236 
Wisconsin-Michigan Power Co 1, 387, 000 | 613, 054 2, 084, 073 
Wisconsin Electric Power Co | 16, 957, 000 7, 494, 994 25, 479, 188 














sce find isiNennsccatecqentyacs net Peet nweceneae 1, 951, 589, 000 | 862, 602,338 | 2, 932, 411, 582 





{From Rural Electrification Magazine, May 1955) 
“EVERYBODY'S AGAINST SIN—ButT Not SUBSIDIES” 
By Clay L. Cochran, NRECA staff economist 


Subsidies are an ancient practice and problem. Technically, I guess, the oldest 
subsidy of which there is any record was the gift to Adam and Eve of the Garden 
of Eden. 

As I recall the story, the Lord gave Adam and his spouse quite a nice setup and 
and forbade them only one thing—the fruit from one of the trees. This was a 
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fine generous subsidy and should have satisfied anyone, but Eve, apparently a 
monopolist at heart, couldn’t bear the thought of being denied anything, so she 
connived to violate the subsidy agreement. 

To achieve this end, she began to feed Adam propaganda about the matter, 
and attributed the propaganda to a forerunner of the modern Wall Street lob- 
byist. Adam, a simple and honest consumer at heart, ended up helping Eve 
achieve her monopolistic design, not because he was evil, but just because he didn’t 
keep his wits about him. The result was that greed led to the cancellation of the 
whole subsidy arrangement, and Adam and Eve both had to go to work. 

Since that first subsidy, we have had subsidies of numerous and varied types. 
Some subsidies are nice straightforward deals, out on the table, in the open. In 
the old days in England, the Parliament would tax the people and turn the 
money over to the King who used much of it up in high living but used part of 
it for public purposes. This money was openly referred to as a subsidy. But 
open subsidies are very rare in modern society. We have become very subtle. We 
find devious ways of giving subsidies, and the ways are so devious that many 
of the people never realize that a subsidy is being given. 

The dictionary says that a subsidy is ‘‘a government grant to assist a private 
enterprise deemed advantageous to the public * * *.” The history of this coun- 
try is full of instances of subsidy. Early organizers of colonies on this continent 
were paid subsidies in money for each settler they brought in; others were paid 
subsidies in land for establishing colonies and building forts. The gifts of land, 
in some instances as in New York, enabled the colonizer to levy rents and taxes 
upon his colonists—a kind of continuing subsidy to him with the free land as a 
base on which to collect it. 

Less than a century ago, the Congress voted millions of acres of land as a gift 
to the railroad promoters for building railroads across the country. This is one 
of the greatest single subsidies in our history. 


JUMBO-SIZED SUBSIDY 


But the greatest subsidy in this Nation was and is the tariff system, which 
has been in effect 125 years. It is also one of the more subtle subsidies. It 
was not a cash grant nor a grant in land nor any other visible form. It was 
simply a Chinese Wall built around the United States to keep goods out and 
which, in effect, levied a tax upon the American consumer. The immediate 
benefits of the tariff went to the investors and managers of manufacturing estab- 
lishments, and the “job protection” for workers in tariff-protected industries is 
only a secondary and temporary benefit. And the tariff was and remains a clear 
subsidy designed to promote domestic manufacturing and other lines of activity 
at the expense of the community at large. 

Subsidies in our society are common as sin, but subsidies, unlike sin, are not 
necessarily bad. Remember the definition of a subsidy—‘“‘It is a payment by 
government, direct or indirect, to assist a private enterprise deemed advantageous 
to the public.” 

THE SUBSIDY BLUES 


Most people who get subsidies don’t like to admit that they are subsidized. 
This is partly because most people don’t understand that subsidies are an ancient 
and honorable way of getting something done which the community desires to 
have done. But that is not all. Most people object to being called subsidized 
because they are always afraid that somebody will try to take the subsidy away 
or reduce it. It is frequently as painful to have part of your subsidy removed as 
it is to have part of your stomach removed. Another reason that some line of 
business enterprise objects to the public knowing it is subsidized is because this 
same business is busy denouncing subsidy to some other group. 

People who live in subsidized glass houses should not throw propaganda rocks. 
All of you have listened to or read the propaganda of the so-called investor- 
owned, business-managed, taxpaying private electric companies. In their propa- 
ganda, these poor, downtrodden electric sharecroppers—worth only about $26 
billion—have wailed about all their sad problems—about the unfair subsidies 
which they claim the Government gives to rural electric cooperatives and the 
Federal power program. 

All the while their profits have risen, dividends have increased, and the prices 
of their securities have passed or are passing the giddy peaks of 1929. 
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PUTTING UP A FRONT 


The private electric companies operate through more fronts than you can poke 
a stick at, and each front peddles a different line of propaganda. But whether 
you are getting propaganda from the National Association of Electric Companies, 
the Edison Electric Institute, the Public Information Program, Ebasco Services, 
N. W. Ayres Co., Bozell & Jacobs (the public relations firm), Electrical World, 
Industrial News Review, the Association of State Chambers of Commerce, the 
United States Chamber of Commerce, the National Tax Equality Association, 
or Dixon and Yates—they all echo the charge that rural electric cooperatives 
and the Federal power program are subsidized, whereas the investor-owned, 
business-managed, taxpaying private electric companies pay their own way; 
that is, they receive no subsidies. 

By comparison, the co-ops are charged with receiving a variety of subsidies. 
According to the propaganda, the co-ops pay no taxes, get their money at a sub- 
sidized interest rate, and get services from REA which they do not pay for. 
Then there is the Federal power program which, according to the propaganda, 
doesn’t pay its own way. The Federal power agencies, so the utilities say, do 
not pay off their capital costs, do not pay enough interest, do not pay taxes and 
so on and on. And the cooperatives, over 300 of them, purchase part or all of 
their power from Federal agencies—so they are tarred with two subsidy brushes— 
one marked anticooperative propaganda and the other marked anti-Federal 
power propaganda. 

So here we have the power company mural—electric co-ops rolling in subsidy— 
private utilities efficiently managed, pure and sweet, thrifty, clean, and unsub- 
sidized, generously digging into their bank accounts to pay taxes the co-ops 
evade. 

TURNABOUT UNFAIR PLAY ? 

Now, what about these subsidies? First, on our side: Electric co-ops in most 
States pay all the taxes any private electric company pays except Federal income 
taxes because co-ops make no profit and corporation income taxes are levied on 
profits. Any private electric company can reduce its income taxes by reducing 
its profits and it can stop paying income taxes altogether by stopping profit- 
making; in other words, by becoming a cooperative. Can you imagine what 
screams we would hear if the rural electric cooperatives began to demand that all 
electric companies become nonprofit, either public or cooperative? But the same 
poor, thrifty, hardworking, barefoot boys, by demanding that we make profits and 
pay taxes on them, are in essence demanding that all cooperatives change them- 
selves into profitmaking corporations. 

Moreover, all of us know that the owners of private electric companies do not 
pay the Federal income taxes. Those taxes are paid by the electric ratepayer, by 
the electric consumer, and the owners go ahead tucking away their 6 to 20 percent 
in profits over and above Federal income taxes, not counting what they can hide 
from the tax collector. 

So much for this “you don’t pay taxes” propaganda. It is in actuality an at- 
tempt to destroy all cooperatives. Fairness has nothing to do with the matter. 

Now on interest rates: REA borrowers pay 2 percent per year on their loans. 
Utility companies say they have to make at least 6 percent after taxes to stay 
in business and they typically end up making more than 6 percent even on the 
basis of their own bookkeeping. But the measure of a subsidy is not 2 percent or 
6 percent ; the measure is whether all of the people are having to subsidize our 2 
percent interest. 


THE 2 PERCENT QUESTION 


The question to us then is this: Does or can the Federal Government borrow 
money for 2 percent or less? If so, then we can borrow that money at 2 percent 
without enjoying a subsidy. The facts are that for many years the Federal 
Government has borrowed billions for 2 percent or less. According to the latest 
Treasury report on September 30, the Federal Government had borrowed $60 
billion on which the interest rate was 2 percent or less. The REA interest rate 
is not and never has been subsidized. According to REA Administrator Ancher 
Nelsen’s 1953 annual report, REA had netted over $45 million in its lending op- 
erations down to that time, and his figures are on the conservative side. 

If the private utilities think the 2 percent REA money is subsidized, why don’t 
they—why did they not in earlier years—borrow a few billion and do the job of 
rural electrification? You know why. One basic reason was that they did not 
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want 2 percent money which had to be repaid. Private utilities do not pay off 
their indebtedness—it just climbs and climbs—and on top of that, the owners of 
private utilities are not interested in borrowing money from the Federal Govern- 
ment at 2 percent because those owners happen to be the very same people who 
are lending money to the private companies and getting a return of from 24 to 
20 percent. 

I think the rural electrics should make this standing offer to the private 
electric companies; we will help them at any time to get the Congress to lend 
them money at 2 percent, repayable in 35 years, provided that the savings are 
passed down to the electric consumer. You don’t need to worry about their 
taking you up on the offer. They don’t want to do business at 2 percent and 
pay off their debts and provide cheap power. 

Now for a word on the Federal power program. The Federal power agencies 
are required by law to reimburse the Treasury for the costs of power facilities 
over a period of 40 to 50 years, depending on the agency. Note that carefully: 
They are required to pay for the total costs of power facilities, to become debt- 
free. No private utility is required to become debt-free; no private utility ever 
tries to become debt-free. But they have influenced the Congress to force the 
Federal power agencies to pay off in 40 or 50 years. 

Moreover, the Congress requires Federal power agencies to pay 3 or 4 percent 
interest on the unamortized balance of the cost of Federal power facilities. This 
3- or 4-percent rate is about the same as the rate paid by private companies on 
their bonded indebtedness. What is missing is the profits. Even profits tend 
to be balanced by the law enforcing Federal agencies to pay off debts. 

Thus when the propaganda fronts of the private electric companies cry sub- 
sidy on Federal power, what they are really crying for is this: (1) They want 
the competitive influence of the Federal yardstick destroyed, and (2) they want 
control of the Federal power facilities so they can squeeze a subsidy for their 
investor-owners out of the electric consumer for selling the people the people’s 
own power. 

Of course, if they cannot get actual ownership of the Federal power facilities, 
they will settle for less: (1) They will agree to buy all the Federal power so 
that it can be blessed with profit before it comes to your farms, or (2) they 
will settle for a deal which will raise the price of Federal power so high that 
consumers of it will in effect be paying an extra tax to Uncle Sam. 

Rural electric co-ops get 5.9 percent of Federal power. The private com- 
panies get over 20.7 percent, or nearly 4 times as much. If they believe their 
own propaganda, their conscience must ache under the weight of the subsidy 
they receive. 

OTHER SIDE OF THE COIN 


But now let us turn the coin over: How about subsidies to the investor-owned, 
taxpaying, business-managed companies controlled by the barefoot boys from 
Wall Street? Well, of course, everybody knows that they get no subsidies. 
Well, almost everybody knows they get no subsidies. Anyway, their subsidies 
are so big, maybe they ought to be called by some other name. 

“Boss, there ain’t nobody here but us chickens.” 

IT have the figures on one subsidy to the private power companies since June 
9, 1951, when the new section 124—A of the International Revenue Act was put 
into effect. And, sad to relate, even these figures would be a dark secret, or a 
confused story, if your own national association and the Electric Consumers 
Information Committee hadn’t done the job. 

Section 124-A? is a real innocent-sounding section. It provides that, upon 
certification by the appropriate agency, a corporation can indulge in accelerated 
tax amortization or rapid tax writeoffs. 

Section 124-A gave ODM (Office of Defense Mobilization) the right to issue 
certificates to permit a corporation to speed up the writeoff, to speed up the 
depreciation of private power facilities. With this certificate the power company 
could dednet one-fifth, or 20 percent, of the cost of the certified facilities each 
year for 5 years from its gross revenues. In other words, the company could 
subtract 20 percent of the cost of the certified facilities each year for 5 years 
instead of deducting 3 or 3% percent before taxes. 

At the very best, this means that the power company gets to withhold Federal 
income taxes for many, many years and these withheld or deferred taxes are 
actually an interest-free loan. 





1 International Revenue Act of 1950, sec. 124—A, amortization deduction taxes. 
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Just try it on yourself. If the Federal Government passed a law saying that 
for the next 5 years you could figure up your Federal income tax, and then keep 
half of it yourself with the understanding that you would repay it beginning 
5 years later at about 3 percent a year and no interest—wouldn’t you consider 
that an interest-free loan? 

The Federal Power Commission says the tax-writeoff subsidy is an interest-free 
loan to the private power companies. I estimate the value of the interest-free 
loan to be the total of what it would cost the companies to float the loans plus 
compound interest for the period the interest-free loan is outstanding. 

From June 9, 1951, until certification was suspended, December 1953, the private 
utilities were granted rapid writeoff certificates of nearly $2 billion. This means 
that, between 1951 and about 1984, these companies will have the use of all or 
part of eight-hundred-and-sixty-million-odd dollars—interest free. 

Now, since the unwilling electric consumer, or Federal taxpayer—take your 
choice of victims—has been forced to make these interest-free loans to the power 
companies, we obviously should figure in a reasonable interest charge. Not that 
the companies will pay any interest; we are just trying to measure the size 
of the subsidy. 

What is a reasonable interest charge? I can’t say precisely because I’ve always 
liked low interest rates, but since we are figuring this for the power companies, 
let us take their figures. They say they can’t do business on less than 6 percent, 
rain or shine, war or peace. 

So be it. I took the total interest-free loans, assumed that they would repay 
it over 33 years, and charged them their own 6-percent interest rate, compounded 
annually. Computed this way, the total subsidy is $2.9 billion. I want to re- 
mind you that this is not the arithmetic of a New Deal bureaucrat, or a give- 
away politician, because Ebasco computed them the same way. And Ebasco is 
pure as pure can be. 

Although the figures may sound fantastically large, as they are, the formula 
used is the same as one recommended by Ebasco, the engineering, construction, 
accounting, propaganda outfit that took over where the old Electric Bond & 
Share Co. left off. In this case, the private utilities and I are in agreement on 
the estimated size of this subsidy. 

Now almost $3 billion in subsidy is more than most people can picture. Itisa 
large number of dimes, or even quarters. 

It is in fact about $500 million more than the total of all REA electric loans 
made from 1935 through 1954. In other words, Congress has given the private 
utilities more than the total of all REA loans—and they accuse us of getting a 
subsidy although we are required to repay our loans plus 2-percent interest. 

Who’s subsidized? 





[Electric Consumers Information, No. 26, April 22, 1955], 


Uriuiry Trust Witt Receive Enoven New Tax Sussipy to Burip 30 Drxon- 
YATES PLANTS 


UTILITIES WAITING AT “PUBLIC TROUGH” FOR TAX HANDOUT UNDER NEW ODM PLAN 


The self-styled “taxpaying” private utilities are going to get enough new tax 
handouts at the taxpayers’ expense to build 30 Dixon-Yates plants or 9 Hells 
Canyon Dams. 

That is the estimate of Dr. Clay L. Cochran of the Electric Consumers In- 
formation Committee, who computed the value of the tax amortization certi- 
ficates expected to be issued to private utility companies under a plan announced 
April 15 by the Office of Defense Mobilization. 

Under the ODM plan, utilities are receiving certificates permitting them to 
deduct part of the cost of electric facilities from their tax bills over a brief period 
of 5 years. It is estimated they will receive certificates covering $2,215 million 
of construction under a renewed ODM program designed to increase the Nation’s 
power production capacity to 150 million kilowatts by the end of 1958. 


SUBSIDY OF $3.2 BILLION UNDER PLAN 


Dr. Cochran’s estimates are based on the expectation that private power sys- 
tems will provide 27.8 million of the 34 million kilowatts of increased capacity 
which the ODM thinks should be built. Under ODM’s previous operations, 90 
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percent of all construction undertaken by private utilities was certified for 
rapid tax amortization. 

Utilities receiving the $2.2 billion in rapid tax deduction certificates who use 
the methods recommended by the tax department of Ebasco Services, Inc., utility 
consultants, will value the certificates they receive at $3,328,206,735 based on 
6 percent interest compounded and the subtraction of all normal taxes over the 
life of the facilities. 

This $3.2 billion estimated subsidy is in addition to the estimated $2.9 billion 
subsidy which the private utilities have already received certificates for. This 
will bring the total which they become eligible for in the 1950-61 decade to 
$6.1 billion. They will receive more subsidy from the tax system than the total 
cost of the Federal power program from its beginning plus the loans to all the 
Nation’s rural electric cooperatives. 


LONG LINE AT PUBLIC TROUGH 


In the words of Frank Edwards, weekly radio commentator, “the utilities are 
coming to the public trough” to receive tax handouts at the expense of the other 
taxpayers of the country. 

The ODM had a long line of companies waiting for the tax certificates when 
it reopened the program. Utilities had certificates pending approval totaling 
more than $0.5 billion when ODM stopped issuing rapid tax amortization grants 
in December 1953, and new applications are being received. 

Among the pending applications at ODM is one for $191 million which is in 
direct conflict with a promise given the United States Senate and the American 
people. In July 1953, when the Senate was considering amendments to the Atomic 
Energy Act to encourage private utilities to supply power to the Atomic Energy 
Commission at Portsmouth, Ohio, and Paducah, Ky., Senator Wayne Morse 
(Democrat, Oregon) asked if the utilities involved would also get a tax amortiza- 
tion grant. The Atomic Engery Commission replied by saying, ‘No certificate 
for rapid amortization under the Revenue Act of 1950 has been issued to either 
OVEC or EEI (Ohio Valley Electric Corp. and Electric Energy, Inc.). The util- 
ities have indicated that they have no plans to request such a certificate. The 
contracts with OVEC and EEI provide for amortization of the new generating 
stations and transmission lines for a 25-year basis.” 

Electric Energy Inc., had applied almost 2 years earlier for a certificate on 
$191 million on their plant at Joppa, Ill. to supply power to the AEC plant at 
Paducah, Ky. OVEC also had applications pending at ODM, but their two ap- 
plications have been withdrawn. 


GIVEAWAY PLUS TAX HANDOUT AT HELLS CANYON 


Utility interests are pushing the giveway of the Hells Canyon Dam site to the 
Idaho Power Co. under a license they hope to get from the Federal Power Com- 
mission, at the same time that they have two certificates pending at the ODM 
for rapid tax amortization grants on the facilities they plan to build. 

When the Idaho Power Co. asked the FPC to give them the Hell’s Canyon 
site, they argued that they would pay Federal taxes estimated at $5.6 million 
annually. They didn’t point out to the FPC that they then had applications 
pending at the ODM for certificates covering two of the dams they want to build. 
Nor did they explain that they had already been awarded certificates permitting 
them to deduct $10.8 million from their taxes over a 5-year period. 

If the Idaho Power Co. is certified the same rate of accelerated amortization 
as they received on a previous hydroelectric development on the Snake River, 
they will be able to deduct more than $50 million from their Federal tax bills 
over a 5-year period. 

ATOMIC POWER SUBSIDY 


Another glaring example of the tax-amortization subsidy to the utility indus- 
try was the recent grant permitting the Duquesne Light & Power Co. to deduct 
$10,500,000 from their tax bill over the next 5 years although the Atomic Energy 
Commission awarded a project to them claiming it would be “built and operated 
at no cost to the Government.” 

The Duquesne Co. was the Nation’s first power company to make a contract 
for atomic power with the AEC under the Eisenhower administration’s “partner- 
ship” program. Even before they got the tax handout, they were to provide 
little more than $19 million of the $85 million cost of the entire project. 
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The ODM has announced that it expects to receive many more applications of 


this type in the future. 
Duquesne, like the other companies, will still have to pay taxes on the property 


after the 5-year period, but they will have an interest-free loan of the money 
in the meantime. 


HIGHLIGHTS 


The Electric Consumers Information Committee will meet Tuesday, April 26, 
at 12 noon at the Burlington Hotel. The Electric Consumers Workshop will be 
held May 9 and 10 at the Willard Hotel. 

TVA bond financing plans have been endorsed by the executve committee of 
Citizens for TVA, Inc., as reasonable, stating that “the proposals ought to sat- 
isfy those whose opposition to TVA is based on opposition to appropriations as 
the only source of capital * * *. In some quarters, however, the concern is less 
with financing methods than with the fact of TVA’s existence. These enemies 
of TVA will not rest until TVA is completely changed in character or eliminated. 
Already the power lobby has pledged its opposition tc the TVA recommendations. 
We shall soon see by the administration’s attitude toward the proposals whether 
the power lobby is still calling the tune at the Budget Bureau.” 

Passage of the natural-gas bill will add $170 million annually in direct costs to 
the electric consumer through increased fuel costs and may add other $60 million 
yearly through increased oil costs, says Leland Olds, former Chairman of the 
I'ederal Power Commission. (Details on this will be sent to the ECIC “spe- 
cialists.” ) 

Tennessee Valley Public Power Association will hold its ninth annual meeting 
April 25-26 in Memphis, Tenn. Among the scheduled speakers are Alex Radin, 
general manager of the American Public Power Association and Walter Har- 
rison, manager. Georgia Electric Membership Corp. 

Hell’s Canyon hearings will be held in Washington beginning May 2 according 
to an announcement from the Senate Interior Committee. Hearings in the North- 
west were held earlier. 

Distributed to ECIC “specialists” this week were: 

Memo No. 348: Regulation of Field Prices of Natural Gas in the Public 
Interest by Leland Olds. 

Memo No. 349: Statement of Leo Goodman, secretary, CIO National Com- 
mittee on Atomic Energy, Power and Resources Development, testifying in 
behalf of S. 1833, Pasco, Wash., Hearings of the Senate Interior and Insular 

Affairs Committee, April 5, 1955. 
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In the Matter of Amendment of Uniform System of Accounts Prescribed for 
Publie Utilities and Licensees and Natural Gas Companies and of Annual 
Reports, Forms Nos. 1 and 2, To Provide for Accounting and Reporting of 
Provision for Future Income Taxes Resulting From Accelerated Amortization 





BEFORE THE 


(ACCELERATED TAX AMORTIZATION) 


BRIEF OF NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 
WASHINGTON, D. C. 


STATEMENT OF THE CASE 


This brief is submitted in response to the notice of proposed rulemaking issued 
by the Federal Power Commission on June 16, 1953, and the notice of extensions 
of time, dated July 30, 1953. 

In these notices, the Federal Power Commission proposes to make certain 
changes in its uniform system of accounts to reflect the income-tax savings, and 
resulting increase in net income, arising out of the certificates of accelerated 
amortization received by electric utility companies. Interested persons were 
invited to submit their views and comments. This brief is therefore submitted 
by the National Rural Electric Cooperative Association, the national service 
organization of the rural electric cooperatives and power districts. It will sup- 
plement the statement filed with this Commission on March 5, 1953, by Dr. Clay 
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L. Cochran, economist, on behalf of the National Rural Electric Cooperative 
Association. 
INTRODUCTION 


The outbreak of the Korean conflict required an immediate and substantial 
increase in the defense potential of the country. New plants had to be built and 
existing plants enlarged—and this had to be done without regard to whether or 
not those new and additional facilities would have any use after they had per- 
formed their defense functions. The Government desired that this needed con- 
struction be financed by private funds to the fullest extent possible. The private 
investor could hardly be expected to invest in facilities which might have only 
a short useful life unless he was protected against that possibility. 

Congress therefore enacted section 124A of the Internal Revenue Code. 
Under the provisions of that section a facility which was being built for defense 
needs could be fully amortized in a period of 5 years; or, rather, since most of 
these facilities could be expected to have at least some economic use beyond 
those of defense, that proportionate part or percentage of the facility which was 
being built primarily for defense purposes could be amortized in 5 years. Thus 
the responsible agency of the Government could determine what percent of the 
total cost of the plant was attributable to purposes of defense and a certificate 
of accelerated amortization would then be granted for that amount. 

The company obtaining the certificate could then amortize—or depreciate— 
for tax purposes 20 percent of the amount of that certificate for each of 5 years. 
At the end of 5 years it would have deducted from its gross income for those 
5 years 100 percent of the amount of the certificate. It would have saved, in 
taxes, all of the taxes on that part of its income by which the 20 percent accel- 
erated amortization exceeded its normal rate of depreciation. Thus, if the 
normal rate of depreciation was 3 percent a year, the company would have been 
allowed extra depreciation of 17 percent a year of the amount of its certificate, 
and it would thereby have saved the taxes that would have been due on that 
17 percent. 

It is true that after this 5-year period there will be no further depreciation 
permitted. As a result, assuming tax rates remain the same, a corporation 
holding a certificate will have to pay slightly more taxes. Nevertheless, huge 
amounts of increased profits are involved in these certificates of accelerated 
amortization. The question is: What shall be done about these huge increased 
profits of electric utility companies? 


STATEMENT OF IMPORTANCE OF PROBLEM TO NATIONAL RURAL ELECTRIC COOPERATIVE 
ASSOCIATION AND ITS POSITION 


The National Rural Electric Cooperative Association is vitally interested 
in the proper disposition of this problem. National Rural Electric Cooperative 
Association is the national service organization of the rural electric ooperatives 
and rural power districts of the country. Of the 1,071 Rural Electrification 
Administration borrowers serving more than 4 million consumers, 899 systems 
serving approximately 3.5 million consumers are members of the National Rural 
Electric Cooperative Association. Rural Electrification Administration bor- 
rowers in fiscal year 1952 purchased more than 5,749,553,431 kilowatt-hours of 
electric energy from commercial power companies at a cost of over $61 mil- 
lion. Obviously, therefore, National Rural Electric Cooperative Association, on 
behalf of its members, has a vital interest in preventing overcharges of customers 
of the electric utility companies. 

The electric utility companies are monopolies, selling a product or service 
which the people must have. Their customers are compelled to pay rates which 
give these companies enough money to pay all of their expenses, including 
taxes, and a reasonable profit as well. Therefore, any ruling or procedure 
which will give the companies more than a reasonable profit will also mean 
that the customers are being overcharged. And the law prohibits the imposition 
of rates which involve overcharges of the customer. 

It is true that the present proceedings before this Commission are limited 
to a consideration of certain accounting changes proposed by the Commission. 
These changes are apparently intended to reflect only the principal amounts 
which the electric utility companies will be able to withhold from their normal 
tax payments during the 5-year period of accelerated amortization, and their 
later use for increased taxes. It is submitted, however, that accounting pro- 
cedures must bear a direct relationship to the facts of the case, and to the law 
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applicable to those facts; and we do not believe that the proposed changes do 
this. 

As will be demonstrated, accelerated amortization will produce extra, and 
therefore, excess earnings for the companies. The electric utility industry ap- 
parently feels that these excess earnings should be retained by the company 
and yet should have no effect upon the rate base or the rates charged its cus- 
tomers. National Rural Electric Cooperative Association, on behalf of the 
rural electric cooperatives of the country, and all other customers of electric 
utilities, believes that since this money, this excess net income, has been paid 
by the customers under the rates which they must pay for their electric power, 
the customers should receive the benefit of it. This is a matter of law, as well 
as of equity. 

It is the customers’ money and the companies cannot use it as windfall 
profits. It must be treated either as a contribution by the customers to the 
capital of the company or as excess profits. If it is treated as a contribution 
to capital, then it has reduced the company’s investment by that amount, and 
the customers should not have to pay to the companies profits on it. In other 
words, if it is treated as a contribution to capital, the rate base upon which the 
charges to the customers are computed must be reduced by that amount, and 
the rates paid by the customers must also be reduced accordingly. If it is 
not treated as a contribution to capital, then it can only be treated as excess 
profits, profits over and above what the companies are legally permitted to 
earn, and as such the entire amount of those profits must be returned to the 
customers by rate reductions or refunds. There is no other choice in equity 
or in law. 

We do not believe that the proposed accounting changes meet the requirements 
of the law. Before we can, however, discuss specifically how the accounting 
should be handled, we must first make certain that there is a clear understanding 
of the facts of our problem and the law that applies to it. 


WHAT ACCELERATED AMORTIZATION MEANS TO THE ELECTRIC UTILITY INDUSTRY 


As of September 8, 1953, the electric utility companies of the country have been 
issued certificates, pursuant to section 124A of the Internal Revenue Code, per- 
mitting accelerated amortization in a total amount of $1,905,484,502. This means 
that they will be permitted, for Federal income-tax purposes, to deduct from their 
gross revenues as expenses the full amount of those certificates over a period of 
5 years. They will be permitted to deduct as expenses 20 percent of the amount 
of those certificates for each of 5 years, although the normal amount that they 
would be allowed to deduct as a depreciation expense would ordinarily vary 
downward from approximately 3 percent a year. The companies therefore will 
be able to retain, as additional net income during that 5-year period the amounts 
which they otherwise would have had to pay in income taxes on the extra or 
excess depreciation allowed. 

If we assume normal depreciation at 3 percent, the excess depreciation allowed 
for each of the 5 years is 17 percent. At the end of those 5 years the com- 
panies will have retained the taxes on 85 percent of the value of the certificates. 
Since the present tax rate on electric utility companies (net profits’) is 52 
percent, the companies will have an increase in net income, after taxes, in the 
amount of 52 percent of 85 percent of the cost of the facility. 

To illustrate: assuming a certificate of accelerated amortization of $1 million 
and a normal depreciation of 3 percent, a company would ordinarily be allowed 
to deduct as depreciation expense only 3 percent of the $1 million or $30,000 a 
year. Under its accelerated amortization certificate the company will be per- 
mitted to deduct a depreciation expense of $200,000 each year for 5 years. The 
excess depreciation permitted for each of those 5 years is 17 percent, or $170,000. 
The tax on $170,000 (profits*), at a rate of 52 percent, would be $88,400. The 
company would therefore have an increase in its net income—over and above the 
net income it is permitted as a reasonable rate of return—in the amount of 
$88,400 for each of the 5 years involved. 

How great a benefit the electric utility companies as a group will derive from 
this tax postponement can be easily demonstrated. The electric utility com- 
panies are for all practical purposes guaranteed their rate of return. They deal 
with a necessity in a monopoly situation, and rates can always be adjusted to 





1 Added for clarity, not included in original brief. 
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insure that they receive their reasonable rate of return. The interest-free loan 
which the Government has made to the electric utility companies through accel- 
erated amortiaztion means that they will earn on those deferred taxes amounts 
greater than the amounts which will later be needed to pay any increased taxes, 
and therefore they will benefit by an amount even greater than the amount of 
the loan. 

It is as though someone were to make a loan to you of a million dollars with- 
out interest, and then further provide that repayments should be at the rate of, 
let us say, 3 percent of the loan per year, so that the full amount will be repaid 
in a period of 3344 years. Then you can take the million dollars and invest it 
in absolutely safe securities on which you will be guaranteed 6 percent a year. 
Obviously, you can make repayments on the loan out of the dividends you receive, 
and still have half of your dividends left, which you can reinvest to earn you an 
additional 6 percent a year. And this you can do without ever touching the prin- 
cipal which was lent to you. So at the end of the period of repayment, when 
the loan has been repaid in full, you will have left the original amount which 
was lent you, plus one-half of the earnings for the next 3344 years, plus the addi- 
tional amounts that you can earn through reinvesting your dividends. Actually, 
you will end up with more than twice the amount that was lent you in the first 
place. 

A detailed analysis of the benefits to be received from certificates already 
granted to electric utilities is attached hereto as exhibit A. This analysis indi- 
cates that the total benefits accruing to the commercial electric corporations 
from the certificates will total over $2,863 million. 

This, then, is what accelerated amortization means to the electric utility com- 
panies. This is the amount that they will receive in excess of what they have 
already received as a reasonable rate of return. In short, this is the amount 
by which the customers will have overpaid the companies unless proper provi- 
sion is made for the protection of the customers. What is to be done for the cus- 
tomers’ protection and to effect compliance with the requirements of the Federal 
Power Act and court decisions that rates shall be reasonable? 


CONGRESS DID NOT INTEND TO CREATE HUGE EXTRA PROFITS 


Congress did not intend, by the enactment of section 124A, either to grant wind- 
fall profits to, or change the character of, electric utility companies. 

In the arguments before this Commission on March 18, 1953, much was said 
about the intent of Congress in authorizing accelerated amortization for defense 
facilities. Company spokesmen argued that Congress intended that the electric 
utility companies should receive the same benefits from accelerated amortization 
as other companies. We do not argue against this statement as such. We dis- 
agree, however, with the meaning which the companies have attached to the 
word “benefits.” 

The companies’ spokesmen defined “benefits” as windfall profits for the com- 
panies and their stockholders. With such a definition we emphatically disagree. 
Congress intended that the benefits be those of additional security, so that the 
private investor might feel safe to invest his money in the construction of defense 
facilities. There was absolutely no intent to create windfall profits for anyone, 
and certainly not for the electric utility industry. In fact, the entire history of 
congressional action is opposed to the windfall profit theory. 

The intent and purpose of section 124A is very clear. Additional facilities were 
needed for the defense of the country. In some cases they were facilities which 
might have little use other than the special use in connection with the defense 
effort. In other cases the facilities might have other important uses, but those 
other uses would not of themselves justify construction at this time or in the 
needed size. It was, of course, believed that any facility presently needed for 
defense purposes would be used in that connection for at least 5 years. If the 
cost of those facilities could be written off in 5 years, there would be no risk for 
the investor. Congress therefore decided to protect the investor from the risk 
that the facilities would not be needed after 5 years by allowing the cost attribu- 
table to defense needs to be amortized, or depreciated, in 5 years. With this 
protection the investor could feel secure and would therefore be willing to invest 
his money in defense facilities. 

This was the sole purpose of the legislation—a foreseeable use in the defense 
effort for 5 years, coupled with the right to amortize in 5 years, thereby removing 
the risk to the investor and making private capital available for the construction 
of defense facilities. 
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The proof that Congress certainly did not intend that the defense effort result 
in excess profits is that it enacted an excess-profits tax, the purpose of which was 
to recapture for the Government any excess profits attributable to the defense 
effort. (The excess-profits tax was not applied to public utilities for the obvious 
reason that utilities are regulated monopolies which are already theoretically 
limited as to the profits they can earn.) In the face of such legislation, designed 
to siphon off in additional taxes excess earnings under the defense effort, how 
can anyone claim that Congress intended any company to benefit by windfall 
profits? 

The position of the electric utility companies becomes almost fantastic in the 
face of this general legislative picture. Unregulated companies are prevented 
from obtaining windfall profits from accelerated amortization through the excess- 
profits tax. Public utilities were exempted from the excess-profits tax because 
their profits were supposed to be already limited by regulation to a reasonable 
return. Yet the electric utilities want to be relieved of their limitation to reason- 
able profits. This would mean that they would get excess profits which would 
not even be subject to the excess-profits tax, and this would put them in a much 
better position than competitive business companies. When they argue that the 
benefits which Congress intended included increased profits for them and for 
competitive business companies, but say nothing about their not being made 
subject to the excess-profits tax, then they are asking not only for windfall profits 
to which they as regulated monopolies are not entitled, but also for profits that 
no other type of company is allowed to keep. 

The plain fact is that accelerated amortization was granted only for the pur- 
pose of minimizing the risk of investment, and not to create excessive profits. 

Furthermore, Congress did not intend to change a public utility into a com- 
petitive business organization simply because it was participating in the defense 
effort. A careful examination of the legislative history relating to section 124A 
clearly demonstrates that Congress did not intend to change or in any way affect 
the laws relating to the nature and regulation of public utility companies. Nor 
did it intend to amend the Federal Power Act which repeatedly states that rates 
must be just and reasonable. 

The congressional intent is clear. It should be noted, however, that Congress 
could not, even if it had so intended, change the characteristics of companies 
obtaining accelerated amortization certificates. It could not make a partnership 
into a corporation, or a corporation into a mutual association, or a public utility 
into a competitive business corporation. It could only say what happens as 
between the company and the Government, and not as between the company and 
others. It could say, as it did, that the company will pay less in taxes for 5 
years, but it cannot direct what happens to these extra earnings as among the 
company, its stockholders, and it consumers. What happens to this additional 
income depends entirely upon the nature of the company involved, its structure, 
and the laws applicable to it. Thus the relationship of a utility to its consumers 
remains unchanged. The limitation of a utility to earning only reasonable profits 
still applies. 

The congressional intent that investors in defense utilities be made secure in 
their investments can be carried out without violating the laws pertaining to the 
regulation of electric utilities. Their investors can be given this security with- 
out giving them excessive and illegal profits, and without legally overcharging 
the customers. The principle which we shall discuss and the procedures which 
we shall suggest will accomplish just that. 


ELECTRIC UTILITY COMPANIES ARE PUBLIC UTILITIES 


It serves no purpose whatever for us to consider what competitive business 
corporations can do with any excess profits that might be realized through accel- 
erated amortization, other than to observe that those profits would be subject 
to the excess-profits tax. We are dealing here with public utilities which are 
regulated monopolies dealing with a prime necessity, and which are restricted 
both as to the profits they can make and the uses to which they can put their 
money. 

As public utilities, the electric utility companies are entitled to a reasonable 
rate of return on their plant investment—no more, no less. They presumably 
have rates which return to them enough money to pay their expenses and still 
leave a profit which brings them a rate of return which an appropriate regula- 
tory body has ruled is reasonable. If those rates are inadequate to produce 
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a reasonable rate of return, the doors of the regulatory bodies are open to those 
companies for applications for increased rates—and it may be noted that in 
recent years quite a few have entered those doors with such applications and 
have come out with higher rates for their customers. But the basic fact must 
not be lost sight of: as a regulated public utility, the electric utility company 
is entitled only to the prescribed rate of return. 

The cases are clear on this. There can be no doubt about the applicable law. 
Washington Gas Light Company v. Vernon V. Baker (188 F. (2d) 11, cert. denied 
340 U. 8. 952) ; Federal Power Commission v. Hope Natural Gas Company (320 
U. S. 591) ; Minnesota Rate Cases (230 U. 8. 352); Concurring opinion in the 
Natural Gas Pipeline Case (315 U. 8. at 606-608) ; San Diego Land Company v. 
National City (174 U. S. 739); Smyth v. Ames (169 U. S. 466) ; Covington ete. 
T'urnpike Company v. Sandford (164 U.S. 578). 

Thus it is that a public uitlity has been called merely a conduit of the money 
which it receives from its customers. Therefore, when it becomes apparent that— 
for whatever reason—a public utility is going to receive a substantial increase 
in net earnings resulting in a more than reasonable rate of return, only one 
question arises—namely, how are the benefits of those extra or excess net earn- 
ings to be returned to the customers? Under the law there can be no question 
of these extra earnings going to the stockholders or, if you will, the company 
itself, if such a distinction can validly be made. The sole question is how, when, 
and under what circumstances the customers shall receive the benefits of these 
extra payments which they have made. 

We cannot leave this point without commenting briefly upon some of the argu- 
ments advanced by the companies on March 18. One approach was that these 
benefits—these excess earnings—do not derive from anything the customers did 
or paid, but rather from a form of tax forgiveness by the Federal Government. 
In other words, the excess income results directly from a decrease in tax pay- 
ments, which in turn results from the accelerated amortization allowed by the 
Federal Government. Therefore, argued some company officials, it was the tax- 
payers of the country as a whole that made this money available. It would be 
unfair to the taxpayers as a whole, they proceeded, to return these moneys to 
the customers, who are only part of the total body of taxpayers. To avoid this 
unfairness they suggest that the companies keep the money. This is the height 
of sophistry. It is as though two people who have a claim to a certain fund agree 
to let a third person, who has no claim to it, hold the fund and decide the issue 
between the two. Then one of the two decides to give up his claim to the money. 
Thereupon, says the stakeholder, it would not be entirely fair to give this money 
to the other party, so he will keep it. 

The electric utility company in this case is merely the conduit of the money 
paid to it by its customers—the stakeholder. The customer pays to the electric 
utility company enough money to pay all taxes and other expenses, and still leave 
the company a reasonable profit. The Government in effect forgives the payment 
of certain taxes for 5 years. That does not give the utility company—the conduit 
or stakeholder—any right to that money. It was—and still is—the customers’ 
money—and if taxes are less than what was expected when the rates were fixed 
then the customers have in effect overpaid and should reecive the benefit of their 
overpayment. 

The situation resulting from the tax savings derived from accelerated amortiza- 
tion is in no way different than would be the case if the Government were to 
announce a decrease in corporate taxes generally for the next 5 years, at which 
time a review would be made and, if necessary, taxes would be increased again. 
Under those circumstances, could the companies still maintain that they would 
be entitled to the same rates? That the customers would have to pay the same 
rates as previously, although the companies were no longer to pay such taxes? 
Obviously not. 

No matter how this question is viewed, it is still a case where the customers 
have paid to the company more money than the company needs to pay its 
taxes and other expenses, and return to it the reasonable profit permitted by 
law. Therefore, the customers will be paying a too high, an illegal, rate and the 
only question is how to make the customers whole. 





COMMISSION HAS NO POWER TO PERMIT INCOME IN EXCESS OF REASONABLE RATE OF 
RETURN 


Neither the Federal Power Commission, nor any regulatory body, has the 
power to permit electric utility companies to earn in excess of a reasonable 
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rate of return, or to permit those companies to overcharge their customers to 
obtain excessive profits. 

It is the function of a commission to determine what a reasonable rate 
of return is, and the charges for customers which will produce such a reason- 
able rate of return. In determining what charges to customers will provide a 
reasonable return to the company, a commission cannot disregard income that 
it knows will be received, nor can it base its opinion upon fictitious expenses, 
whether those are expenses of income taxes or coal purchases. In its ratemaking 
a regulatory body must consider the actual facts and not hypothetical, non- 
existent situations. It cannot say that it will make a rate which would be proper 
if the facts were different from what we know they are. It cannot say, in this 
case, that although the company is paying only a small amount of taxes, we will 
let it charge the customers the same amount as though the company were paying 
a large amount of taxes. 

Also, a Commission cannot on the one hand fix rates for customers which 
will produce a reasonable return and then, through some other method, permit 
the company to earn net income in addition to what it has prescribed as reason- 
able. In other words, neither this Commission nor any other commission has the 
legal power to make any rule or fix any rates which will result in excessive 
profits for the companies and, by that very fact, excessive rates for their 
customers. 

The Federal Power Commission is limited by the Federal Power Act to 
fixing “just and reasonable” rates. Section 205 (a) provides: 

All rates and charges made, demanded, or received by any public utility 
for or in connection with the transmission or sale of electric energy sub- 
ject to the jurisdiction of the Commission, and all rules and regulations 
affecting or pertaining to such rates or charges shall be just and reason- 
able, and any such rate or charge that is not just and reasonable is hereby 
declared to be unlawful. 

This language is repeated in substance in sections 205 (e) and 206 (a). In 
other words, it is the plain duty of the Federal Power Commission to protect 
the customers of electric utilities from unreasonable rates—and rates which 
produce unreasonable profits are clearly unreasonable themselves. 

The Federal Power Act makes it mandatory upon the Federal Power Com- 
mission to prevent unreasonable profits by the electric utilities. And as already 
demonstrated, the courts also limit utilities to reasonable returns on their in- 
vestments. 

It is therefore clear that this Commission must not through any method per- 
mit accelerated amortization to result in profits to the companies in excess of 
those to which they are entitled as reasonable returns on their investments. 


HOW CAN CUSTOMERS BE PROTECTED FROM OVERCHARGES ? 


There are only two methods by which the customers can be protected from the 
overcharges prohibited by law. One gives to the investors all of the benefits of 
the increased security which Congress intended they should have through the 
accelerated amortization certificates. And it does this without overcharging the 
customers. The other protects the customers, but does not give the investors any 
increased security. Therefore, the company should be permitted to decide which 
method to use since either method will eliminate overcharges. 

Method No. 1: The amount of the tax saving should be deducted from the rate 
base and charges to customers should be reduced accordingly. If there is any 
delay in deducting the amount of the tax saving from the rate base and in reducing 
charges to customers, when that is finally done the rate base should be reduced 
by both the amount of the tax savings and the money earned by the company on 
those tax savings; and the reduction in charges to the customers should then be 
large enough to reflect this greater reduction in the tax base. In addition, the 
tax savings, plus the earnings on those savings if there is delay in rate adjust- 
ment, should be applied to tax payments falling due after the accelerated amor- 
tization period. 

This method would treat the overpayments by the customers as contributions 
to the capital of the company. It would give to the investors the increased secur- 
ity which Congress intended by permitting the company to retain the money which 
it would otherwise have had to pay in taxes. It would protect the customers by 
providing that they would not have to pay the company profits on the same capital 
that the customers have themselves furnished to the company. It would also 
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rormalize tax payments by making this fund available for tax payments after 
the 5-year period of accelerated amortization. 

Method No. 2: The entire amount of the tax saving would be returned to the 
customers; or, stated differently, charges to the customers would immediately be 
reduced by the full amount of the tax savings. 

This method follows the traditional ratemaking procedures. It considers as 
the tax expense of the company the actual amount of the taxes to be paid by the 
company—and not the larger, and fictitious, amount which the company would 
have had to pay if there had been no accelerated amortization. 

One or the other of these methods must be applied. There is no other alter- 
native. The choice, however, should be left with the company, as method No. 2 
does not provide any additional security for the investors, and Congress intended 
that there should be such added security. Therefore, if the company should de- 
sire the increased security for its investors, it can follow method No. 1. On the 
other hand, if the company should decide that no additional security is needed 
for its investors, then it can apply method No. 2. 

This Commission should immediately state that these ratemaking principles 
will be applied in all cases. And it should at once initiate proceedings to enforce 
such rate reductions by all companies which have received certificates of acceler- 
ated amortization. 

The question of accannting changes ‘s ~+ ondary to the problem of protecting 
if proposed changes in accounting 
1en they should not be made. And 
iot reflect the full and true situation. 

~....eading in that they provide for the 

_ raicipa: amounts of the tax savings and do not reflect the prof- 

sts Which the company will collect from the customers on those very savings. Also, 

they create the impression that all of the tax savings will later be credited back 
to income, which is not the case. 

We submit that no accounting changes are needed. Instead, rate proceedings 
to eliminate overcharges to the customers are the crying need and they should 
be initiated immediately. Nothing else will prevent illegal overcharges of the 
customers. 


FEDERAL POWER COMMISSION NOT CONTROLLED BY STATE COMMISSION RULINGS 


Much has been made of the fact that a number of State regulatory bodies have 
set up accounting procedures much like those which are now proposed by this 
Commission. Consistency between accounting procedures required by the Fed- 
eral Power Commission and those required by State regulatory bodies is certainly 
a purpose always to be kept clearly before us. But consistency in error is no 
virtue. Consistency is not an end in itself, to be achieved at any price. It is 
of value only when the consistency is in proper procedures. Otherwise, the first 
regulatory body to act would in effect be deciding the issue for all and in the name 
of consistency all other regulatory bodies would be required to abdicate both their 
right and their duty to make such decisions as seem correct to them. 

The Federal Power Commission is not bound by rulings made by other regu- 
latory bodies. This was definitely determined in the Arkansas case: Arkansas 
Power & Light Company v. Federal Power Commission (185 F. (2d) 751; certorari 
denied, 341 U.S. 909). 

As far as its requirements are concerned, the power of Federal Power Com- 
mission is dominant—and it might be added that the duty of Federal Power Com- 
mission to adopt accounting procedures which have in mind the protection of 
the customers from illegal overcharges is also dominant. 

It therefore serves no purpose to argue that to be consistent with certain State 
regulatory bodies, Federal Power Commission should follow them in the path of 
error. In the first place, consistency with all State regulatory bodies is not even 
possible, because they have differed and will continue to differ among themselves. 
The Georgia Commission, for example, has not made the mistake of other State 
regulatory bodies, but has instead required that the amount of the tax savings 
be deducted from the rate kase of the company. Of all the rulings of State regu- 
latory bodies which we have been able to examine to date (all of which appear 
to have been made as a result of ex parte proceedings where the public was not 
represented), only the Georgia Commission has acted in accordance with legal 
requirements. Thus, if this Commission is looking for consistency and correctness 
at the same time, it should seek consistency with the action of the Georgia Com- 
mission. 
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Actually, however, consistency is not the controlling factor. The requirements 
of the law must determine the issue. The Federal Power Commission must 
first consider for itself, without regard to what any State commissions have done, 
what is correct. Then, having determined that, it can look for consistency, but 
only within the framework of legality. And where consistency is not possible 
because of previous erroneous actions on the part of State commissions, the 
Federal Power Commission must disregard those erroneous actions and promul- 
gate its own and legal procedures. 


CON CLUSION 


No matter how the matter is viewed, this fact remains: the electric utility 
companies will profit—in excess of the reasonable profits allowed them by 
law—in an amount in excess of $2,800 million, unless the Federal Power Com- 
mission and the State regulatory bodies take proper action. Since, as public 
utilities, the electric utilities are by law limited to reasonable profits, this huge 
amount of additional profits constitutes an illegal overcharge of the customers. 
The Federal Power Commission must take appropriate steps to prevent these 
overcharges, and any accounting changes which it requires must have in mind 
the prevention of those overcharges. 


Respectfully submitted. 
WISE & POTAMKIN, 
WILLIAM C. WISE, 
LAWRENCE PoTAMKIN, 
Special Counsel for the National Rural 
Electric Cooperative Association. 


Exnuisir A 


TABLE I.—PHstimated benefits accruing to commercial electric corporations under 
accelerated tax amortization certificates issued from beginning of program 
through September 8, 1953’ 





-~# 


Total value of certificates issued through Sept. 8, 1953____-_-- $1, 905, 434, 502 
Depreciation allowance per year based on certificates issued 
(20 percent pal YeRT) 2645 8 nn eh ee Bie eS 
Less normal 3 percent depreciation (assumes average life 


381, 086, 900 


of facilities of 33%, years) .-.-. i. tk SS 57, 163, 035 
Excess depreciation per’ ye@rnd 2202. eho a ele $23, 923, 865 


Tax savings for 1 year (52 percent of excess depreciation 

mOwnnee i a ed od es 

Total tax savingw for G years... sul ee a a oss 
Plus 6 percent interest compounded over estimated 3314 year 

Hieet teeiNitieb! oso here: sosase_ al al paleo ras, * 2, 863, 060, 922 

Less deferred taxes assumed to be payable over 284% 

Wear pened. uci ues oo Usb oll leis secioe 

Net benefits aceruing to the corporations over a 33% year 


yeetee joo Sb eee Su ete el 2h cine eee 


168, 440, 410 
842, 202, 050 


842, 202, 050 


2, 863, 060, 922 


1Computations assume a uniform 5-year period for all corporations to simplify 


analysis. . 
2 See table II of this exhibit for computations. 
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TABLE II.—Computation of total benefits derived by commercial electric cor- 
porations from accelerated amortization certificates issued through Sept. 8, 
1953 


6 percent 


Cumulative Interest free Deferred Net benefits 











Year total benefits ; Mterest per loan ! taxes paid? | each year 
annum i 
| res A $168. 440. 410 $168. 440. 410 
Bee ce $168, 440, 410 $10, 106, 425 168, 440, 410 178, 546, 835 
Be ak sd 346. O87. 245 2), 819, 23. 168, 440, 410 189, 259. 645 
on 538, 246, 890 32, 174, 813 168, 440, 410 20), 615, 223 
Gos 736, 862, 113 14, 211, 727 168, 440, 410 212, 652, 137 
@. 949, 514, 250 56. 970. 855 Lo 778 7, 246. 077 
tes 976, 760, 327 58, 605, 620 778 28, 880, 842 
8. 1, 005, 641, 169 {) is AT 778 30, 613, 692 
wad 1, 036, 254, 861 62, 175, 292 778 $2, 450), 514 
10_ 1, 068, 705, 375 1, 122, 323 778 $4, 397, 545 
11 1, 103, 102, 920 66, 186, 175 778 56, 461, 397 
12 1, 139, 564, 317 68, 373, 859 778 S, 649, OR1 
13. 1, 178, 213, 398 70, 692, 804 778 8, 026 
14 1, 219, 181, 424 73, 15), 885 778 $26, 107 
15 1, 262, 607, 531 75, 756, 452 78 31, 674 
Wa 1, 308, 639, 205 78, 518, 352 78 | 574 
17 1, 357, 432, 779 81, 445, 967 x 21, 189 
18_ 1, 409, 153, 968 84, 549, 238 s 4, 824, 460 
19_ 1, 463, 978, 428 87, 838, 706 s 58, 113, 928 
ase. 1, 522, 092, 356 41, 325, 541 8 l i 
21. 1, 583, 693, 119 15, 021, 587 & 
22. 1, 648, 989, 928 ®, 939, 396 78 ; 
23. . 1, 718, 204,546 | 103,092, 273 =. 
24... 1, 791, 572, 041 107, 494, 322 778 
25 1, 869, 341, 585 112, 160, 49 778 
26 1, 951, 777, 302 117, 106, 638 778 
27 2, 039, 159, 162 122, 349 ) 778 
ae 2, 131, 783, 934 127, 907, 0 778 
29 2, 229, 966, 192 13% 778 
30.2 2, 334, 039, 386 140, 042, 363 a 778 
3l.. 2, 444, ¢ 146, 66 a 118 
32. 2. 561, 5 153 29, 724, 778 
33... 2, 685, ] 29, 724, 778 
343 2 108, 266 
Total 2, 863, 060, 922 2, 863, 060, 922 842. 202, 050 842, 202,050 | 2 





1 Federal corporation income taxes deferred 

2 Deferred taxes assumed to be pavable afte 

3 On assumption of 3314 year rage ] 
to 14 for 34th year 


r facilities have been depreciated 100 percent. 
f facilities, int t, taxes, and net annual benefits are reduced 


Mr. Mottonan. Mr. Newell, inasmuch as it would appear that the 
tax-amortization program has not been effective in reaching goals that 
we have established here as being desirable in meeting this national 
emergency, do you have any suggestions as to what part the Govern- 
ment might play ? 

I might say to you that Commissioner Clarke of the Interstate Com- 
merce Commission, in response to a similar question, suggests that the 
regulatory bodies should be more liberal in passing on rate-increase 
applications filed by the railroads. 

Mr. Newe tx. I think that the record would indicate that similar 
questions have been asked. Counsel made a similar request; that 1s, 
similiar questions were asked about midway of the hearing, and I 
started to give 1 or 2, at which time I mentioned the transportation 
tax, that if you could eliminate the transportation tax, it would give 
some help. 

Mr. Motionan. I believe you said that amounted to about $25 
million last year? 

Mr. Newexw. $28 million, and in 1953 it was $37 million; and also 
there is grade-crossing costs, and construction, as well as protection. 


67504—55 19 
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Mr. Motionan. Just a moment, in regard to the tax; would it be 
your intention to maintain the rate at the present level, and to keep 
this tax as an item for the railroads of the Nation 

Mr. Newe vt. It was our suggestion that we match it dollar for 
dollar in railroad maintenance. 

Mr. Mottonan. But you would be, in effect, keeping it. 

Mr. Newe.L. That is right. 

Mr. Motionan. You would not eliminate the charge against the 
traveling public? 

Mr. Newe.i. No; we would commit ourselves to spend it on the 
roadway, matching it dollar for dollar on roadway expenditures. 

Mr. Morionan. You do not feel that by relieving the tax, that is, 
by taking the tax off the traveling public, that that would accelerate 
the use of the railroad by the tr aveling public? 

Mr. Newretn. No—— 

Mr. MotLonan (continuing). And increase the revenue in that way ? 

Mr. Newer. I am looking at it from this standpoint, that it would 
strengthen the railroad, and ] permit them to do many things they have 
not the money to do now, that we would like to have them do. 

Mr. Mottonan. But you do not feel the fact that there is a tax on 
railroad travel, passenger travel, that that is a deterrent to travel ? 

Mr. Newetu. It contributes to it somewhat; I think that the tax on 
freight is a greater barrier. 

Mr. Motionan. That would not be your No. 1? 

Mr. Newetu. I think that would be the second. I think that would 
be helpful but not to the extent that the other might be. 

Mr. Mottonan. You mean that it would be helpful to take the $28 
million tax off, leave it entirely off the price of the ticket, but that 
there would be a second advantage ? 

Mr. Newe uw (interposing). The second advantage would be if you 
took it off. 

Mr. Mottonan. The first advantage would be if the $28 million 
were taken off, it would be that much cheaper, but so far as the rail- 
roads are concerned, it would be used to improve the railroads. 

Mr. Newett. That is right. 

Then I mentioned the Weeks’ committee report, and I did mention 
some of the Government activities and the opportunity to help the 
railroads themselves, which are very much disturbed about some of 
the traffic that they are losing, Government traffic, to other forms of 
transportation. 

Mr. Motitonan. What are the reasons for that: greater transporta- 
tion advantages ? 

Mr. Newect. I think mainly—I cannot. tell you why—I can tell 
vou of one of the experiences we have had out in Indiana, where we 
trucked mail for the Government, and they decided maybe it could 
be done cheaper, and they advertised for a contract, and they awarded 
a contract to an individual whose contract price is less than the union 
cost of doing the business, and he went broke in 6 months. 

Mr. Motionan. Whois handling the mail now ? 

Mr. Newe tt. They have readvertised and will get another man at 
a little higher rate. But it is the difference between doing business at 
a wage, a minimum-wage basis under good established busi ness condi- 
tions, and having a family operate a filling station; it is the type of 
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competition that we do not like to see, this getting into the mail service 
under Government control. We have seen thousands of militar y per- 
sonnel using airplanes instead of using other means of transportation. 
Of course, I cannot give the complete answer as to why. 

Mr, Prarincer. What percentage of the Government business that 
you are referring to does that comprise of your overall business ? 

Mr. Newetu. A very small percentage of the total. 

Mr. Puarincer. Well, would the percentage be 5, 6, 10, how much 
would you say 4 

Mr. ‘NE WELL. I would Say it is nearer 5 or 6 than 10 percent, but 
when you add 5 percent onto the business you have, you do that with- 
out increasing your costs any where near the amount in comparison. 
If we lose a carload of mail, we do not take off a car from the train 
that is, we do not take the train off, but we run the train with sub- 
stantially the same crew. 

Mr. Piartncer. Is the Government your largest customer ? 

Mr. Newet.. I cannot answer that. 

Mr. PLaprncer. It was for many years, was it not ? 

Mr. Newetu. During the war it was; yes. 

Mr. Motnronan. Anything further ? 

Mr. Mrysuatx. Under your suggestion that they take off the tax 
on the ticket, and you say if the Government should continue to do 
business and give you all their business, instead of using airplanes, 
would that relieve your situation ? 

Mr. Newei. It would help out. As I mentioned earlier—perhaps 
you were out at the time. 

Mr. Minsuary. I am SOrry. I was not here. What percentage does 
that amount to? 

Mr. Newetn. I cannot give you exactly what it does cost per year, 
but I can get that if you would like to have it. But we are required 
to pay $300,000 for elimination of grade crossing, and we receive no 
benefit whatsoever, except maybe $250 a year in maintenance of the 
grade crossing. The grade crossing protection is being ordered in, 
and we are spending between $300,000 and $400,000 a year to provide 
either flashlight or automatic crossing gates. 

Mr. Morironan. Mr. Newell, is there not a law providing for the 
establishment and construction of safety signals? Asi a matter of fact, 
was there not a law passed a good many years ago? 

Mr. Newerx. On Federal highways, ves. 

Mr. Motionan. And the amount you pay is = ry slight? 

Mr. Newer. We pay anywhere from 10 to 15 percent. But you 
will be surprised how many highways there are i at are not Federal 
highways, where the Public Service Commission can order them put 
in, and we pay, in many ment the entire cost. 

Mr. Mortonan. That may be true, but you do not want the record 
to show that you bear the burden of the entire cost? 

Mr. Newett. No; I did not mean to suggest that. But I think Con- 
gress could clarify the situation. 

Mr. Mottonan. I think it is clear to the extent that all Federal high- 
ways are eligible for assistance and cooperation on the part of the 
Bureau of Public Roads. 

Mr. Newe.tu. Perhaps the statement I have made is more related to 
State than Federal, but I did mention, Congressman, that we are now 








286 STUDY OF THE TAX AMORTIZATION PROGRAM 


paying $900,000 a year from railroads, just for the maintenance of 
crossings, and operating signals, and another $400,000 for crossing 
lights. 

And I mentioned the Weeks committee report, and I think that the 
continuation of amortization will be helpful. I would hate to see it 
taken away. 

Mr. Motionan. I personally do not think, Mr. Newell, that it will 
be taken away. I think that the attitude of the administration is re- 
flected by the statement made by Secretary Humphrey, if we are to 
accept the statement as being a positive reflection of the administra- 
tion’s attitude, then there will be a much more rigid enforcement of 
the extension of the tax amortization, and that it be made : applicable 
only to those expansions, or to reexpansions where they are contribut- 
ing to the defense potential of the country, as well as toward meeting 
a possible emergency. 

There are a great number of fringe areas where it would be very 
difficult to distinguish between expansion to meet the ordinary eco- 
nomic demands of industry and the expansion to meet an emergency 
which might be necessary in order to meet the defense requirements 
at a later. period. 

Mr. Newett. Of course, 6 years from now, if the tax goes up, then 
there may be some railroads who will be glad they could not get 
amortization. 

Mr. Morionan. I would like to read into the record at this point 
a letter which I received dated July 29, 1955 

(The letter referred to follows :) 

UNIrep MINE WORKERS OF AMERICA, 
Fairmont, W. Va., July 29, 1955. 
Congressman Rorert H. MOLLOHAN, 
First Congressional District, 
Washington, D. C. 

DEAR CONGRESSMAN MOLLOHAN: A survey in northern West Virginia of the 
railroad car supply to coal mines by the B. & O. Railroad discloses that every 
mine on the B. & O. Railroad is losing 1 or 2 days per week due to a car shortage. 

The loss for each day’s work that the miners are losing in the mines supplied 
by the B. & O. Railroad in northern West Virginia amounts to one quarter 
million dollars. 

My survey disclosed that during the month of June each mine in the district 
lost from 4 to 8 days’ work due to car shortage. The operators of these mines 
informed me they had sufficient coal orders to operate their mines 5 days per 
week during that month. 

The car shortage was not so great in July due to the miners’ vacations falling 
in that month. 

However, during the past week it appears the shortage is getting worse and 
will grow progressively worse during the month of August. 

Anything that you and your colleagues can do in Congress will be appre- 
ciated by the miners in northern West Virginia working in mines supplied by 
the B. & O. Railroad. 

With kind personal regards, I am 

Very truly yours, 
C. J. URBANIAK, 
President, District 31, United Mine Workers of America. 

Mr. Motionan. Mr. Newell, I think you can readily understand 
why some of us are very much interested and concerned about this. 

It is not necessarily just looking toward our needs in an emergency 
which we may be called upon to face in the future, but it seems to me, 
_ this before us, and incidentally this is my hometown, Fairmont, 
W. Va., and it is the immediate area I represent in Congress. 
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It is a situation that leaves us in a deplorable state economic ally. 

I think you know that the last 2 years, possibly even 3 years, the 
coal industry has been in almost a depression condition, and now in 
ihe last 3 or 4 months there has been an upturn, and while we can sell 
the coal, we can’t get it to the market, because of car shortages. 

The question I wanted to ask you was this. During the war years, 
I know that the Baltimore & Ohio Railroad had on loan a great nun- 
ber of cars; hundreds, I know, and possibly thousands of coal hopper 
cars from other railroads. 

Did they, during the war, have cars on Joan or rental from you, 
from the Pennsylvania Railroad ? 

Mr. Newey. None that I know of. 

Mr. Mottonan. Do they, presently ? 

Mr. Newey. Now the situation is just the reverse. 

AAR has had a service order out for some time that requires, I 
think, the B. & O. cars be returned home empty. 

And it is interesting in this connection, we have had an order for 
some time from AAR that goes beyond this year; of several years’ 
standing, where we return all B. & O. hoppers. 

Mr. Motionan. Which means that they have a great need for their 
hoppers, and want them back promptly. 

Mr. Nrewetw. Likewise it penalizes us, when you talk about coal 
loadings on our railroad by cars. 

Here is our monthly average. I think this is rather pertinent: 
1947, 118.000 cars: 1948, 106.000: 1949, 70.000; 1950, 75,000: 1951, 
76,000; 1952, 64,000; 1953, 60,000; 1954, 44,000; so far this year, 
51,000. 

Mr. Motitonan. Do you serve the anthracite field ? 

Mr. Newe tt. Just in the fringes. 

Mr. Motuouan. As I understand it, the anthracite field has been hit 
very hard. 

Mr. Newey. Our loss is practically all central Pennsylvania 
bituminous coal. To the extent that we have lost it, it has gone to 
the B. & O. 

Mr. Motionan. I was only interested. 

Mr. Newe t. I didn’t come prepared with any figures on that, but 
we have watched your territory with a very jealous eye down there. 

Mr. MotxioHan. If you have some coal cars, we would be delighted 
to use them. 

Thank you very much, Mr. Newell. 

Thank you, Mr. Warner and Mr. Fox. 

We are very grateful that you have been with us. 

Mr. Seder, I wonder if you would join us for a moment or two. I 
would like to ask you a couple of questions. 

The next witness is Mr. A. R. Seder, vice president of the Associa- 
tion of American Railroads. 


FURTHER STATEMENT OF A. R. SEDER, VICE PRESIDENT, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Motitonan. Mr. Seder, 1 have before me a statement in relation 
to applications for certificates of necessity, for the years 1954 and 
1955, and it shows that for the year 1954 the total cars for which certifi- 
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‘ates of necessity were applied for amounted to 16,716; and for the 
first 5 months of 1955, the total number was 7,169; and for the month 
of June 1955 applic ations totaled 4,584; and then for the period July 
1 up to and including July 25 there were certificates of necessity 
applied for “ the amount of 44,644. 

Mr. Seder, I am wondering if you would tell us what, in your opin- 
ion, is the reason for the accelerated interest; the unusual amount of 
applications being filed in this 4-week period. 

Mr. Sever. The principal reason behind this acceleration goes back 
several months, 

With business increasing rather substantially in the spring of this 
year—in fact, back as far as March, I believe—there was a general 
feeling among the railroads, particularly among the board of direc- 
tors of the Association of American Railroads, that the car supply 
was not being protected as well as it should be, and that the goal that 
the Association of American Railroads had set for itself a few years 
back, of 1,850,000 cars, still stood; and that further efforts ought to 
be made to come closer to that goal. 

Now this is not the amortization goal. This is the goal the rail- 
roads set for themselves. 

As time went on, the demand that appeared before the railroads for 
cars became more pressing and more pressing, so that at the time of 
the May meeting of the board of direc ‘tors, which was, I believe, May 
27, it was decided there that the matter should be placed before : ‘all of 
the member lines of the Association of American Railroads as forcibly 
as possible, in order to awaken the entire industry, where it wasn’t 
fully aware of the situation, to what the situation was, and to try to 
get some concerted action to improve the car situation, not only im- 
mediately, but for the longer pull. 

Of course, cars that might have been ordered at that time, since the 
first of July, for example, couldn’t possibly be delivered for 90 days 
or more. 

But there was a two-pronged attempt made in a meeting that was set 
up for the 24th of July in Chicago, at which representatives at practi- 
cally all of the—— 

Mr. Piarrncer. 24th of June; wasn't it ? 

Mr. Sever. I beg your pardon. The 24th of June, at which prac- 
tically all of the members of the Association of American Railroads 
were represented. 

That two-pronged program was first, to stimulate further and renew 
activity in the repair and upgrading of the present cars; and secondly, 
to get as many car orders committed as possible for new cars, 

And as I say, the meeting was decided upon in May. It was held the 
24th of June, and at that time as strong a presentation as possible was 
made for the adoption of this two-pointed program. 

The result was that—I should say, perhaps. the procedure was that 
after the statement had been made by the president of the association, 
a rolleall was held, and representatives of the various railroads were 
called upon, one after another, to get up and say what they were 
willing to do. 

It was, if I may use a homey illustration, a whole lot like a revival 
meeting, and we had different ones called upon to get up and testify. 

And that they did. 
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And I think that the results are certainly beginning to show in good 
shape. 

Mr. Piapincer. You don’t mean, Mr. Seder, they wanted to purge 
themselves of past sins; do you? 

Mr. Sever. Well, let’s put it this way. 

The program has gotten behind. T he railroads were very seriously 
concerned. 

As I said in my opening statement, they were concerned about the 
situation in which they found themselves. They had finally come into 
a financial position, after some year and a half or so, where it looked 
as if they were going to have some money to buy some cars. 

And also to spend on maintenance for the rehabilitation and upgrad- 
ing of cars, and with the help of the tax amortization program, it was 
felt that substantial car orders might be placed at that meeting, and the 
result was that the Association of American Railroads not only went 
on record that they stood behind the program of rehabilitation of exist- 
ing cars, which would reduce the bad order percentage, but also one 
after another of the re presentatives of the railroads got up and said 
that they would place orders for a substant “i number of cars. 

Now, that is already in the record as to numbers. As I recall it, 
some 38,500 cars were announced at that meeting, and within a com- 
paratively few days after that, there were some 6,000 more cars that 
were announced by people that weren’t in a position to make a definite 
commitment at that time. And I understand that even that 44,000 
or 45,000 is being increased, and the number of cars covered by applica- 
tions for necessity certificates filed with the Office of Defense Mobili- 
zation from July 1 to July 25, 44,644 represents the results, not in 
whole, but at least in good part, of the commitments that the railroads 
made to each other. 

Not anybody else, but to each other. 

Now, I am going to be entirely frank and say that something was 
said in that meeting about agitation for the removal of the amortiza- 
tion program. 

Now, there wasn’t anything definitely known at that time. This 
committee had not announced its intention to make an inqury into 
the subject. I believe that Secretary Humphrey had already 
announced his views on the subject. 

The railroads had no belief at that time that the elimination of the 
program was imminent or anything of that sort. But I think I am 
correct in saying that the railroad presidents there were told that 
here is an incentive that will help you in financing cars today. 

Now, how long it may last, nobody knows. But if you will go along 
with this program, and help us to get up to the goal that we are seek- 
ing, you are going to have a little help. As I pointed out in that ex- 
ample that I gave at my previous appearance, it did amount to about 
a quarter of the cash outlay required during the first year on a freight 
car. 

Mr. Motxionan. I gather that down through the years, since this 
rogram has started, that the Association of American Railroads has 
bash very sympathetic to it. 

Mr. Sever. Yes, I think there is no question about it. And we have, 
to the best of my knowledge, always kept the member lines alerted to 
just what was being considered and what was going on, as far as we 
knew it. 
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Mr. Motionan. I assume you have tried to encourage the member 
railroads to participate in the goal of 1,867,000, and a ‘goal of almost 
an identical number of 1,850,000, as being desirable from the ODT 
standpoint. 

I gather that you have been very active down through the years in 
trying to encourage the member railroads to do their part in cadline 
this goal. 

Mr. Sever. Yes, | | hink generally speaking that is true. 

T will admit that during 1954 when the earnings level was so de- 
pressed and freight cars were standing around in surplus supply in 
such large numbers, as Mr. Gass pointed out to you by his chart and 
otherwise, there wasn’t any particular 

Mr. Motionan. With that exception, we have enjoyed, relatively 
speaking, prosperity on the railroads, and I say relatively, because I 
understand that down through the years the net earnings of railroads 
has been traditionally low, but, with the exce ption of 1954, railroad 
earnings have been very satisfactory in the last 5 years, have they 
not ¢ 

Mr. Seper. Oh, no; Mr. Chairman, I would never admit that the 

railroad earnings are satisfactory. 

Mr. Morionan. You understand that I am speaking relatively. 

They certainly have been greater in the last 5 years, with the ex- 
ception of 1954, than in the previous 5 years. 

Mr. Sever. Let’s say that on a general level, except for 1954, they 
were more satisfactory. 

Mr. Mottonan. Iam speaking relatively. 

I aoe : the thirties due were very, very bad, and in the war years 
of 1940-45, they were as good as the excess profits tax would permit. 

And ie n from 1945 to 1949, your earnings were 127 millions of dol- 
lars, approximately, and then for the last 5-year period, even count- 
ing 1954, they were approximately $185 million. 

So I would think it would be fair to accept that, relatively speak- 
ing, the net income of the railroads in the last 5 years has been better 
than it hasin any other period in the last 20 years. 

Would that be a fair statement ? 

Mr. Seper. I don’t have the figures in my mind too well for the past 
20 years, but that would carry us back to 1935—1935 to 1941, of course, 
there were approximately no earnings. 

Mr. Moxtonman. I realize that 1932-85 were certainly not boom 
years. 

Mr. Sever. No, they were probably economically bad. From 1941 
to 1945 and 1946, of course, you have the war period. From 1947 to 
1950, with the exception of a depression year of 1949, back there, the 
earnings were not as great generally as they have been since 1950. 

For several reasons that I think I brought out before, one of which 
was the tremendous lag in the increases in freight rates as compared 
with the cost 








Mr. Motxionan. Interpreting what you have just said now, I think 
we can accept that the railroads have been—their net earnings have 
been comparable to, and in fact, in excess of what they have been in any 
period over the last 20 years. 

Mr. Sever. In actual dollars, yes. Not in basic dollars. 
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I say in dollars as we write them. In the figures, yes. In the ability 
of the dollar to pail ise freight cars, or to pay wages or to pay divi- 
dends, or anything of that sort, it hasn’t been the same dollar, of course. 

Mr. MonoHan. Assuming, with the exception of 1954, the Associa- 
tion of American Railroads and its representatives, its officers, have 
attempted to stimulate the use of this tax amortization program 
through the purchase of new cars on the part of railroads, have you 
met with more success in the approaches which you have made in the 
last 30 days than you had previously ? 

I am trying to evaluate in my own mind the influence that Secretary 
Humphrey’s statements and the interest communicated by the Con- 
gress through the action of this subcommittee may have had on their 
thinking. 

Mr. Sever. I haven’t any doubt that that has had some effect. It 
is one of the factors. 

The other factors relate, of course, to the efficiency in car supply 
at this very time. 

But I certainly feel that the agitation has had some effect upon the 
railroads. How much, I just can’t say. 

Mr. MonttoHan. Looking toward the future, I mean the rest of this 
year, what would you consider as being a probable number of cars 
that will be applied for between now and the end of the year? 

Mr. Sever. So far we have applied for about 50,000 cars this year. 
Applications for certificates of necessity have been applied for in 
approximately that number. 

Mr. Motionan. Do you feel that the bulk of them have been applied 
for in this July 1 to 25 period ? 

Mr. Sever. Well, I don’t think another 44,000 will be applied for 
for the balance of the year, and still I just frankly—Mr. Chairman, 
I don’t know. 

Mr. Motionan. The reason I ask you that, Mr. Seder, is that in an 
aside conversation between us, I interpreted what you said as meaning 
that you had knowledge of an additional number that were to be 
applied for. 

Mr. Sever. I am told there was something between ten and fifteen 
thousand more. 

Mr. Motionan. It would be safe to say, then, that there would be 
15,000 additional ? 

Mr. Sever. Yes, I would say so. 

Mr. Mottonan. There would be 60,000 cars this year? 

Mr. Sever. I think that would be safe to say. 

Mr. Mortionan. That would go a long way toward wiping out our 
deficit. 

In your opinion, it is probable that the total applications for the 
year would amount to approximately 60,000? 

Mr. Sever. I would put that at a minimum. 

Mr. Motxionan. And that would approximate just about what the 
normal retirement is; so with that thought in mind, we would build 
and install about the same number that we would be expected to retire 
this year? 

Mr. Sever. It would be fairly close, I would say. 
Mr. Motrowan. Thank you very much, Mr. Seder. 
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And I certainly would like to say to you and to the other members 
of the Association of American Railroads staff that I appreciate your 
attitude, and I am confident the rest of the committee does, too. 

Mr. Seper. I appreciate your saying that, and we certainly appre- 
ciate the uniform courtesy and consideration that has been extended to 
us, and the understanding that you have of our problems. 

(Whereupon, at 1:55 p. m., the subcommittee adjourned, subject 
to the call of the Chair.) 











